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> THE BANKER 


A Banker’s Diary 


THE ultimatum to Congress contained in President Roosevelt's 
message, demanding effective action to stabilize the cost of living 
and a realistic tax bill by October 1, focussed attention 
U.S. Moves on the constitutional rather than the economic aspect 
Against : ; ‘ ‘ on : _\ > = 
Inflation ©! these demands. Fortunately, Bills to achieve the 
objectives laid down have been introduced both in the 
Senate and the House of Representatives, though in each case with 
reservations detrimental to their probable efficiency. The House 
Bill, for example, would prescribe not only a ceiling for farm prices, 
but also a price floor equivalent to parity—a provision that would 
completely hamstring any attempt to use price differentials as a 
means of guiding production into the necessary channels. Half- 
hearted proposals of this kind are perhaps inevitable so long as the 
President resists the widespread demands for a wages stop, which 
would form the natural counterpart of a political bargain with the 
farm lobby, as well as the natural corollary to an effective stabiliza- 
tion of the cost of living. Whatever the details of any eventual 
legislation, nothing can overcome the basic shortcomings of this 
method of approach to the inflation problem. A successful policy 
of combined price and wage stops would prevent the vicious spiral, 
but it would do nothing to remedy simple inflation unless backed up 
by a rigorous tax policy or other methods of withdrawing purchasing 
power on a sufficient scale. Actually, the existing inflationary gap 
is estimated at $20,000 millions, and proposals for additional taxation 
have been whittled down far below the Administration’s minimum 
demand. Purchasing power is, therefore, bound to remain excessive ; 
this being so, the only effect of price stops without rationing must 
be to cause depletion of stocks and haphazard distribution. Reliance 
on financial instead of physical controls, moreover, prec udes the offer 
of the financial incentives at the margin which are probably more 
needed in America even than in this country. Unfortunately, it must 
be conceded that the institution of an adequate system of rationing 
presents immensely greater difficulties in so huge and diversified an 
area as the United States than in this country. If in the meantime 
financial controls must be used as a pis aller, there is everything 
to be said for the Treasury's proposal of a Io per cent. tax on spending, 
as opposed to income. Carried beyond a certain point, as our own 
experience has shown, penal income tax fails to induce further 
curtailment of expenditure and becomes a tax on capital paid directly 
or indirectly out of savings. And it is only current spending which 
offers an immediate threat of inflation. The accumulation of unspent 
income may have inflationary implications for the post-war period, 
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but even then a time will come when a reservoir of potential demand 
may be necessary to ensure full employment. 


MEMBERS of all parties criticized the increase of £43,000,000 in 
service pay as inadequate, though the Government is unanimously 
3 of the opinion that “ with these fresh additions sub- 
Service. stantial justice will be done to all ranks of the three 
gg Services.”’ Certainly, the amount involved is not in- 
substantial, especially when it is remembered that 
previous increases in pay and allowances had cost £100 millions 
(apart from war service grants of £13 millions) ; and the increased 
children’s allowances, ranging up to 2s. 6d. per week for the third 
and each subsequent child, should alleviate many cases of special 
hardship. What can hardly be accepted is the Government’s further 
contention that “‘ rates of pay should be stabilized at the new level 
so long as prices remain at the present level.’’ Thisis, of course, the 
principle of a wagesstop related to the cost of living which prompted 
the policy of food subsidies. But the stabilization of the cost of 
living index has scarcely even slowed down the spate of wage 
demands.. So long as increases in basic wages continued to be 
granted to those in civilian occupations, regardless of prices, the 
services will have a perfectly valid claim for commensurate increases. 
One of the most pernicious effects of the Government’s lack of any 
wages policy, indeed, is this very fact that every wage concession 
worsens the relative position of the services, who are at least as 
entitled as civilians to share in the restricted supply of war-time 
goods and accumulate nest-eggs for the post-war period. It is to 
be hoped that the shameless demand of the engineering and ship- 
building workers for wage increases totalling a cool £100 millions a 
year will provide a test case for the belated adoption of a real wages 
policy. 


In the latter part of 1941 and the early months of 1942, the chief 
effects on the U.S. banking system of the rapid expansiom in the 
American war effort were a marked recovery in the 

— demand for bank accommodation and a sharp decline 
seca in excess reserves. More recently, quite different 
trends have made their appearance. After a sub- 

stantial rise from the middle of 1940 onwards, the Federal Reserve 
bulletin points out, total loans of all member banks actually declined 
again by $900 millions between April 4 and June 30. One reason 
for this movement has, of course, been the contraction in consumers’ 
credit—recently at a rate of some $300 millions a month—due to 
the restrictions imposed under Regulation W. Itis onlyin the sphere 
of hire purchase finance, however, that the American authorities 
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appear to have solved the basic problem of the qualitative contro] 
of credit. In other cases one would imagine the fall in outstanding 
advances to be the natural response to the increased liquidity of the 
system. A special analysis of member bank lending for the period 
April 15 to May 16, at all events, showed that of new loans totalling 

2,214 millions, only $706 millions were for war purposes, and $82 
millions for mixed war and non-war, while no less than $1,420 
millions were definitely classified as for non-war purposes. Wholesale 
and retail trade’ borrowing during this month amounted to as much 
as $641 millions, of which $531 millions is classified as non-war, 
though it is recognized that an increasing part of so-called non-war 
lending as a whole is to businesses vital to civilian wartime welfare. 


ANOTHER interesting movement is the wider distribution of Treasury 
bills. The weekly offer of bills had been increased from $150 millions 
earlier in the year to $350 millions in July, the out- 
Expansion standing total of $3, 700 “salllions at the end of July 
1 m US. comparing with no more than $2,000 millions at the 
reasury Bills 
beginning of May. With this increase in the supply 
of bills, the discount rate has increased from practically nothing 
to 0.37 per cent., which is sufficient to make the bills an attractive 
short-term holding for banks that formerly had no interest in 
them. Since the bills can be rediscounted at 3/8 per cent., more- 
over, they are practically as liquid as excess reserves. Thanks 
to the increased demand for curren: »y, and the continued rise in 
bank deposits, the shrinkage of excess reserves continues, the July 
average of $2,300 millions comparing with $3,400 millions in June 
and $6,800 billions at the beginning of 1941. 


THE new feature in recent months, however, has been the marked 
redistribution of reserves. Thus, New York city banks have lost 
reserves because the Treasury has been raising more 
Redistribu- funds by taxation and by borrowing in New York 
B ocean than it has spent there. In the four months to July, 
net losses of reserves on this account were $1,500 
millions, though to some extent these losses have since been offset 
by Reserve System purchases of securities in the New York market. 
The drain of funds out of New York is reflected in an expansion of 
reserves and deposits elsewhere, though excess reserves in Chicago 
have also fallen to no more than one-fourth of their level as recently 
as March. Whereas in March all Central Reserve city banks held 
39 per cent. of total excess reserves, too, by July this had fallen to 
15 per cent., while the proportion held by country banks increased 
from 23 per cent. to 37 per cent. 
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Tuls draining of funds away from New York and Chicago, and the 
likelihood that a rapidly expanding war effort will frequently cause 
an uneven distribution of credit between different 
Federal areas and classes of banks, must have prompted one 
‘ Penne co of the recent amendments to the Federal Reserve Act, 
permitting the Board to change reserve requirements 
for banks in the two Central Reserve cities separately from those in 
reserve city banks. A second amendment removes the provision by 
which a member bank was formerly prohibited from making loans 
or paying dividends when its reserves were below the required 
minimum. The power remains to prescribe penalties for deficiericies 
in reserves ; but under the previous law it was found that, due to a 
fear of personal liability, bank directors were hesitant to utilize any 
portion of their required reserves even for a single day unless they 
refrained from ‘making any new loans. Actually, reserve require- 
ments do not relate to a single day but to average reserves held over 
a week or fortnight, but it is apparently felt that an amendment in 
the law was necessary to secure smooth working. Finally, the 
grouping of Federal Reserve Banks for electing representatives to 
the Federal Open Market Committee has also been amended. 
Previously one representative was elected by the Boston and New 
York banks. Since in practice it was necessary for the New York 
bank to be represented at all times, Boston had no effective repre- 
sentation. Henceforth Boston will be regrouped for this purpose 
with Philadelphia and Richmond, while the New York Reserve bank 
will be authorized to elect a representative each year. 


SINCE the beginning of the war, as is well known, Empire and other 
countries overseas have been able to redeem very large totals of 
; sterling debt. Comment on this process has hitherto 
India’s been concerned mainly with this country’s losses on 
‘oe capital account. The resulting deterioration in our 
current balance of payments, which is what really 

matters, is strikingly brought home by a recently published analysis 
of India’s ‘‘ home charges.’’ In 1938-39 the service of India’s sterling 
debt represented a charge of some {13 millions. By 1943-44, it is 
estimated, this will have been reduced to no more than about 
{2% millions. In this single item, in other words, we have to reckon 
with a decline of more than {10 millions in our income from overseas, 
which in 1938 contributed no less than £165 millions toward payment 
for our import surplus. Even before the war, incidentally, India’s 
interest payments to this country represented little more than one- 
third of her total interest charges (on-rupee and sterling debt com- 
bined) of £33? millions. The process which has permitted the a most 
complete redemption of sterling debt is illustrated by the fact that 
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in the single year 1941-42, the Indian Government’s receipts from 
H.M. Government on account of recoverable war expenditure alone 
amounted to £146 millions. 


Tue American silver situation has recently been transformed by two 
important measures: the raising of the price for imported silver to 
45 cents from the level of 35 cents maintained without 
U.S. change for several years past, and the announcement 
— that the U.S. Treasury intends to distribute its entire 
stock of non-monetary silver—totalling some 1,350 
million ounces—to American industry on lend-lease terms. In 
combination, the two moves serve a variety of purposes. One 
important aspect is their implications for Mexico. Through the rise 
in price, Mexico will receive a considerably enhanced doll: uv income 
from her monthly exports of 6,000,000 ounces provided for under 
the recent agreement. Indirectly, therefore, the U.S. authorities 
will be providing the funds needed for compensation of the American 
oil interests. At the same time, Mexico will be able to impose a 
special tax on silver production, while still leaving the mines with 
an increased incentive to expand output. 


INTERNALLY, one efiect of the change will be to divert to the Treasury 
supplies which formerly passed through market channels. Before 
7 the latest decision, there was a margin of 3/8c. between 
Silver the Treasury price and the official price-ceiling, which 
Prot enabled the market to outbid the Treasury while 
making a small turn of 1/4c. Now, however, the price 

ceiling coincides with the Treasury price of 45c., so that the market 
cannot profitably raise its price above 44 3/4c., and therefore 
promises to be left high and dry. This change is logical enough in 
the light of silver’s new status as an industrial metal. In view, 
espe cially, of the loss of tin resources to Japan it is clearly advisable 
that silver should be employed in any industrial uses for which it is 
technically suitable. Its relatively high price, however, would 
virtually preclude its use in this way on a normal commercial basis. 
This impasse is resolved by the lend-lease technique. In terms of 
war economics the enormous hoard of silver accumulated under 
the Silver Purchase Act is available free of cost, since cost must 
now be reckoned in terms of current resources. Paradoxical though 
it may seem, the raising of the price will not restrict the industrial 
use of silver, but by diverting supplies to the Treasury for subsequent 
release on the lend-lease basis will actually help to ensure that 
silver is industrially available. It may be noted that although 
industrial consumption of silver in the United States last year was 
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nearly double that of 1940, it still amounted only to 80 million 
ounces, which is very small by comparison with the Treasury stocks. 


WHEN the tax reserve certificates were introduced, few people can 
have expected the total outstanding at any time to climb very 
; much above £200 millions. This was a very consider- 
Tax able under-estimate. At the end of August, £346.9 
Certificates I ~artif, , fie Bi ‘i cae 
“ Success” Millions of certificates were in issue. Nor does the issue 
show any signs of having reached its potential 
maximum, for new subscriptions in August amounted to £44.8 
millions, against redemptions of no more than {9.4 millions. The 
net receipts under this head of £35.4 millions in fact represented the 
largest single source of deficit finance for the month, other than the 
£41 millions raised against Treasury deposit receipts. From the 
technical point of view, therefore, the new security must be accounted 
a great success. Unfortunately, it serves no more useful purpose 
than that of prettifying the clearing bank returns by draining away 
bank deposits which would otherwise have lain idle pending their 
transfer to the Exchequer, thus reducing the nominal total of deposits 
but not the effective amount of bank money or the demand for goods 
and services. It is regrettable that this piece of official ‘“‘ window- 
dressing ’’ should have been thought to justify the issue of a tax- 
free security, offering an effective return of anything up to 40 per 
cent. for the large taxpayer and no more than 2 per cent. to those 
liable to tax at the standard rate. Now that the issue is fast ap- 
proaching the £400 millions mark, it might be worth reconsidering 
whether the country is really obtaining very good value for the 
£4 millions a year the Exchequer will be paying out. 


AMONG the reasons advanced for the issue of tax certificates were 
the technical obstacles to investing surplus funds for a short period 
by a purchase and sale of ordinary government se- 
Trend of curities. It therefore seems reasonable to assume that 
an at least go per cent. of the £347 millions subscribed to 
tax certificates would have been held in the form of 
bank deposits. This has to be borne in mind when considering the 
apparently moderate expansion in bank credit this year by com- 
parison with 1941. At the end of August, as will be seen from the 
table below, clearing bank deposits at £3,304.6 millions were still 
{24.6 millions below the peak level touched last December, as con- 
trasted with a net increase of £197 millions in the first eight months 
of 1941. This more favourable comparison, however, is entirely due 
to the sharp decline of the first quarter. In the five months April 
to August, the expansion of {232 millions on balance was almost 
exactly equal to that a year earlier :— 
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SUMMARY OF CLEARING BANK RETURNS 


August, Change on: 

1942 month year 

fm. £m. fm. 
Deposits .. - 3,304.6 +40.6 +-307.5 
Cash = ce 351.3 + 9.4 -} 35-7 
Call money = 133.2 + 1.5 — 6.3 
Bills - ‘a 283.4 +10.9 + 17.5 
2 ss = 634.0 +-27.0 +-165.5 
Investments v 1,081.5 + 6.7 +-146.3 
Advances is 783.5 —I2.4 — 54.5 


PROBABLY the most interesting movement during August was the 

expansion in the Midland Bank’s deposits to £713. 5 millions, the 

first occasion on which the deposits of any British 

— bank have exceeded the £700 million mark. The bank’s 

oe total assets amount to no less than £754.2 millions. 
Record : : RE ste 

Barclays rank second in point of size with a balance 

sheet total of £682.1 millions, and Lloyds third with £625.4 millions. 


TAKING all the banks together, the chief feature of the August 
returns was the further decline of {12.4 millions in advances to the 
lowest level seen since February, 1935, allowing for 
Movements the fact that the District Bank did not enter the clearing 
Pe a until the following year. The loss of advances was 
: offset only to the extent of £6.7 millions by purchases 
of securities. Asa result, the liquid assets ratio rose to 42.5 per cent., 
or very little short of the record figure of 43 per cent. touched last 
December. The principal counterpart of the additional £40 millions 
of deposits was an increase of £27 millions in T.D.R. holdings. Over 
a period, however, it is probably this asset which has been most 
affected by the unexpectedly heavy conversions of deposits into tax 
certificates. Thus, in August, roughly half of the month’s T.D.R. 
redemptions of £34 millions again represented prior encashments, 
although credit conditions generally were reasonably comfortable. 


[IN the money market, the first half of September was characterized 
by a glut of credit so marked as to affect not only Treasury bill rates 

but even the prices of short-dated gilt-edged. As will 
_1-B. Rate be seen from the table below, bankers’ balances 
oe ae remained at an extremely comfortable level even after 

the end-month expansion in the credit base had been 
reabsorbed, thanks to comparatively moderate demands on the 
system for T.D.R. subscriptions. For two weeks or more the clearing 
banks were therefore keen buyers of bills on an exceptionally large 
scale. Since the bills on offer were December maturities, the market 
was thus tempted into raising its bid to the unprofitable level ‘of 
{99 15s. od., and on this basis secured reasonable allotments tn spite 
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of very heavy total applications. To compete with the market, 
‘inside’ tenderers unaffected by the cost of short-term money 
appear to have offered as much as {99 15s. Id., with the result that 
the average rate of allotment dipped below the £1 mark to what were 


in fact slightly the lowest levels since war began. 
ANALYSIS OF BANK RETURNS 


Note Total Public Bankers’ 
Circulation Reserve Securities Deposits Deposits 
£m. £m. £m. £{m. £m. 
Aug. 26 .. ne 828.6 52-9 165.1 7.3 146.0 
Sept, 2 x ie 830.0 et .3 159.8 r.2 131.3 
ee - 831.5 49.9 163.0 8.4 139.8 
tO... Sa 831.1 50.3 161.3 5.2 138.0 
831.8 49. 6 161.8 41.8 134.7 


23 
After a brief lull, the expansion in the note circulation has, of 
course, been resumed, but the latest addition of £50 millions to the 
fiduciary issue is still virtually intact in the Reserve of the Banking 
Department. 


It has been announced that the banks are this year to remain open 
until 3 p.m. throughout the winter. Last year, it will be recalled, 
the hour of closing to the public was put forward from 
Banking 2.30 p.m. to 2 p.m. after October 1. From that date 
Hours this year, however, offices in Scotland will be closed 
from 12.30 to 1.30 p.m. daily, except on Saturdays, though they are 
also to open half an hour earlier at 9.30 instead of 10 a.m. This 
decision is no doubt connected with manpower considerations, and 
it is indeed suggested that the Kennet Committee report may recom- 
mend lunch-hour closing for banks in other parts of the realm. 
Following some criticism of the amount of manpower involved in 
handling the individual note issues of the Scottish banks, these have 
also decided as an experiment to reduce the number of note exchanges 
from six weekly to two. 


EXPERIENCE in the last war, it has been stated, convinced the 
Inland Revenue that 60 per cent. was about the highest rate to 
which an excess profits tax could be raised without 
Economic jeading to indirect evasion and waste on a serious 
Effects of 
E.P.T, scale. In this war, and especially since the rate was 
raised to 100 per cent., E.P.T. has been widely criticised 
as destroying the financial incentive t6 raise output to a maximum 
while keeping costs at a minimum, and as preventing industry from 
accumulating the liquid reserves which will be needed for post-war 
reconstruction. The economic consequences of the excess profit tax, 
therefore, urgently call for scientific investigation, and the Institute 
of Taxation is to be congratulated on the initiative it has taken in 
offering a prize of 50 guineas for a thesis on this subject. It is 
understood that 50,000 words would be regarded as a suitable size 
for the thesis, but no restrictions in either direction are- placed upon 
length. The address of the Institute is 21 Fitzroy Square, London, W.1. 
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Lend-Lease or Equal Sacrifice? 


By the Editor 


HE third anniversary of the outbreak of war was marked by 

the signature of “reciprocal aid’’ agreements between the 

United Kingdom, Australia and New Zealand on the one hand, 
and the United States on the other hand, while a separate agreement 
was signed with Fighting France. The text of the United Kingdom 
agreement, in the form of an exchange of notes between Lord Halifax 
and Mr. Cordell Hull, will be found as an appendix to this article. 
While tiie agreements are a welcome reflection of the ever closer 
relation between the different members of the United Nations, they 
represent little or no fresh departure in principle. Thus, machinery 
is set up to carry out what was originally called “‘ reverse lend-lease ”’ 
and is now known as reciprocal aid, the volume of which has grown 
enormously with the arrival of United States troops in this country 
and the rapid expansion in the American war effort. But the pre- 
liminary agreement signed last February already laid down that 
this country would “‘ continue to contribute to the defence of the 
United States” by providing such articles, services, facilities or 
information as it might be in a position to supply. The new agree- 
ment only sets out more specifically the types of assistance which 
this country will provide when it is found that supplies of this kind 
can most effectively be procured in the United Kingdom or in the 
colonial empire. 

It is known, however, the effect of the rigid distinction drawn in 
some quarters even in this country between lend-lease and other 
U.S. exports was to set up a financial criterion quite distinct from 
economic considerations, which on occasion tended to conflict with 
the principle of the pooling of Allied resources. The new agreement 
therefore lays down a useful directive in providing that as large a 
portion as possible of the goods supplied by each country to the other 
shall be in the form of reciprocal aid, so that the need of each Govern- 
ment for the currency of the other may be reduced to a minimum. 
In practice, this no doubt implies that virtually the whole of the 
goods actually imported into this country from the United States 
will be eligible for lend-lease, since we should hardly draw upon 
shipping and other Allied resources except for purposes essential to 
the war effort. Our need for dollars will consequently be restricted 
to purely financial requirements falling outside the war effort, such 
as the fulfilment of pre-war financial obligations. Whether this in 
itself will solve our remaining dollar problems remains to be seen, 
for it is evident from published figures that to meet pre-lend-lease 
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obligations would place a severe strain on our remaining dollar 
assets ; and if the lend-lease principle has since been extended to 
cover pre-lend-lease contracts this has certainly not been made public. 

The immense service rendered to the common war effort by the 
lend-lease concept, in.making possible a great expansion of United 
States supplies to this country on a non-commercial basis before 
America herself entered the war, is evident from the published figures : 


ACCELERATION IN LEND-LEASE AID 
Lend-Lease Aid : 


Quarter ended : For Period Cumulative 

1941 $m. $m. 

May 31 i ee i Si 118 118 

Aug. 31 as re ee ea 369 487 

Nov. 30 he és - “a 715 1,202 
1942 

Feb. 28 os es rae me 1,368 2,570 

May 31 Bs ae as we 1,927 4,497 

Aug. 31 si Eee ii oa 1,992 6,489 


The cumulative total of $6,489 millions includes $1,360 millions 
of lend-lease goods in process at August 31. The value of goods 
transferred and services rendered during the period was, therefore, 
$5,129 millions, of which services rendered account for 21 per cent. 
and goods transferred for the remaining 79 per cent. The value of 
goods actually exported under lend-lease during these eighteen 
months was $3,525 millions, of which the United Kingdom appears 
to have received some $1,650 millions. In the latter part of 1941, 
some 80 per cent. of total lend-lease aid was rendered to this country. 
As the sixth lend-lease report points out, however, lend-lease exports 
have gone wherever the needs have been greatest. “ At first, when. 
the battle of Britain was raging, they went primarily to the United 
Kingdom. As the war spread to Africa, the Middle East, and 
Australia, aid was sent to those areas. With the signing of the 
Russian protocol last October aid began to flow to Russia. Aid to 
China has been limited by the difficulty of transportation, but the 
development of other means of transportation will relieve this 
situation. Currently, about 35 per cent. of lend-lease exports are 
going to United Kingdom, 35 per cent. to U.S.S.R., and 30 per cent. 
to the Middle East, Australia, and other areas.” 

The primary role of the United States in the common war efiort 
is essentially that of a great industrial arsenal for the United Nations. 
There can be no questioning the immense importance of actual 
lend-lease supplies, which President Roosevelt has assured Congress 
“will have to grow much larger still.” What may be questioned 
is the appropriateness of the lend-lease concept as the basis for a 














2 THE BANKER 


post-war settlement. While America was still no more than a friendly 
neutral, lend-lease could be regarded as a generous measure of 
assistance to a cause in which the United States itself was not 
directly involved. On this basis, there would still be some relevance 
in the normal financial concept that a country receiving goods and 
services necessarily places itself under an obligation which must 
sooner or later be cancelled by rendering equivalent services of some 
kind. Lend-lease was an immense advance on the ordinary financial 
technique in that this obligation was not to be measured in monetary 
terms, but the underlying assumption was basically the same. Now 
that the common cause is recognized by America’s entry into the 
war to have been all along that of the United States, a different 
approach is required. 

This was explicitly recognized by President Roosevelt when he 
laid down the new principle of “‘ equality of sacrifice,” whose implica- 
tions were first discussed by Dr. Stern in last month’s issue.* The 
relevant passage from the fifth lend-lease report is quoted at the 
end of this article. Much discussion is clearly needed before it will 
be possible to reach agreement on the precise interpretation of this 
new principle. As outlined by President Roosevelt, the principle 
is clearly no more than a first approximation, and various necessary 
qualifications have already been pointed out. Thus, the lend-lease 
report suggests that the financial burden of war will be equally 
distributed if each country devotes roughly the same fraction of its 
‘national production’’ to the war; for “although the nations 
richest in resources are able to make larger contributions, the claim 
of war against each is relatively the same.’’ But it is evident that a 
rich country is able to make not only a larger absolute contribution 
but also a larger relative contribution, without exacting the same 
sacrifices from its nationals as a country nearer to the margin of 
subsistence. Nor is the proportion of “ national production ”’ dev oted 
to the war a sufficiently comprehensive measure of a country’s 
efforts and sacrifices in the common cause. Countries which have 
been occupied by the enemy are by that very fact precluded from 
making ‘current contributions to the war effort, other than that of 
their nationals who may be continuing the struggle outside their 
borders, but this can hardly be counted against them in the ultimate 
reckoning. Similarly, countries invaded by the enemy can contribute 
to the common cause no less effectively by denying resources to the 
enemy through an unflinching scorched earth policy than by current 
production for war purposes. On the same basis, it follows that 

capiti ul losses suffered in the prosecution of the war must also be 
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taken into account in assessing the contribution of any participant. 
An equitable settlement must embrace contributions on capital 
account as well as on current account. 


A good deal of statistical research is needed, moreover, to ensure 
that war efforts are measured on a comparable basis. A great deal 
will depend also upon the date at which the war period is assumed 
to have begun. From this point of view, March 11, 1941, and 
December 7, 1941, are equally irrelevant. As the President points 
out in transmitting to Congress the latest lend-lease report, “‘ Britain 
has been fighting the Nazis for three years, China is in her sixth 
year of war, and in Russia the war’s greatest land front is more than 
a year old.’’ Each of these countries, moreover, had been preparing 
to play their part in the present conflict for some considerable time 
before they were actually drawn into hostilities. 


What is certain is that the principle of equal sacrifice cuts clean 
across the entire lend-lease concept. Lend-lease becomes merged 
in the total war effort of each country ; if this is relatively small, the 
ultimate settlement might show a balance against a particular country 
even though its lend-lease shipments had considerably exceeded its 
receipts. Such a reversal of the position is even to be expected, 
since the less fully mobilized country is in a better position to release 
supplies for use abroad. As between this country and the United 
States, for example, the principle of equal sacrifice could hardly 
justify the transfer across the Atlantic of this country’s gold reserves 
and dollar securities. Taking into account only goods internationally 
exchanged, British Empire cash purchases in the United States 
since the outbreak of war have totalled some $7,000 millions, or 
probably four times as much as lend-lease deliveries to this country. 
During the 18 months in which lend-lease has been in operation, 
indeed, the value of goods, including munitions, raw materials and 
other supplies, purchased by all lend-lease countries was approxi- 
mately $5,800 millions, compared with lend-lease exports of $3,525 
millions. More important, the lend-lease report itself emphasizes 
that even now “ the United States has little more than passed the 
half-way mark toward maximum possible war production.” This is 
also the general implication of an analysis published in the current 
iconomic Journal by Mr. Richard Stone, who has analyzed the 
American war effort on the same basis as our own Budget White 
Paper, a task which he is uniquely qualified to perform. The broad 
conclusion is that, in the United Kingdom, Government expenditure 
as a proportion of total resources rose from 19 per cent. in 1938 to 
44 per cent. in 1940 and 52 per cent. in 1941. For the United States, 
the comparable figures were 20 per cent. in 1938, 21 per cent. in 
1940 and 26 per cent. in I9g4T. 
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But it is not only in relation to the United States that existing 
financial arrangements contravene the new principle. Within the 
Empire, as is brought out in a succeeding article, accounting has 
been on far more conventional lines even than lend-lease, with the 
shining exception of Canada’s outright gift. Although the proportion 
of total resources devoted to war has been higher in this country 
than in any other part of the Empire, the war has seen a sharp 
deterioration in our external position on capital account, through 
the redemption of sterling debt and the accumulation of sterling 
balances by other members of the British Commonwealth in return 
for war supplies. Whether this improvement in the capital position 
of overseas Empire countries, notwithstanding their relatively less 
intense general war effort, is justified by a lower standard of living 
or other considerations is a matter for discussion in each individual 
case. Whatever may be indicated by statistical analysis as an 
equitable settlement in any particular instance, it is clear that for 
political and other reasons it may often be difficult to reverse the 
transactions that have already taken place. To expect countries 
which have been enabled by the war to redeem debt or acquire 
sterling credits tamely to accept a reversal of this position would 
probably be over-optimistic. Nevertheless, the least that can be 
expected is that those countries whose contribution has been greatest, 
measured by equality of sacrifice, should not be required also to make 
sacrifices on capital account, even if they do not receive the capital 
gains to which they would theoretically be entitled. In particular, 
Poland, Russia and Malaya are clearly entitled to assistance from 
other United Nations in post-war reconstruction, and there is 
probably a good case in equity for the restoration to this country 
of a good deal, if not the whole, of its former income from overseas. 


Before any practical discussion of such specific problems is even 
possible, however, it is necessary that the new principle should be 
formally recognized as superseding lend-lease. It must be ac- 
knowledged that the financial arrangements at present in force are 
no more than a tentative stop-gap system of bookkeeping pending 
an ultimate settlement. And public opinion in all countries must be 
brought to realize that it is not the amount of goods shipped abroad, 
but the general war effort of a country, which measures its contribu- 
tions to the common cause. How far we are from such a realization 
is indicated by a recent survey of opinion in the United States, which 
showed that four out of five Americans feel payment should be made 
for lease-lend supplies, and by the general failure in this country to 
grasp the far-reaching implications of President Roosevelt’s new 
principle. 
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Agreement on Reciprocal Aid 


Lord Halifax, British Ambassador in Washington, to Mr. Cordell 


Hull, United States Secretary of State, September 3, 1942 : 

In the United Nations’ Declaration of January 1, 1942, the Contracting 
Governments pledged themselves to employ their full resources, military or 
economic, against those nations with which they are at war, and in the Agreement 
of February 23, 1942, each Contracting Government undertook to provide the 
other with such articles, services, facilities or information, useful in the prosecution 
of their common war undertaking, as each may be in a position to supply. It is 
further the understanding of the Government of the United Kingdom of Great 
Britain and Northern Ireland that the general principle to be followed in providing 
mutual aid as set forth in the said Agreement of February 23, 1942, is that the 
war production and the war resources of both nations should be used by the armed 
forces of each, and of the other United Nations, in ways which most effectively 
utilize the available materials, manpower, production facilities, and shipping space. 

With a view, therefore, to supplementing Article 2 and Article 6 of the Agree- 
ment of February 23, 1942, between our two Governments for the provision of 
reciprocal aid, I have the honour to set forth below the understanding of the 
Government of the United Kingdom of Great Britain and Northern Ireland of 
the principles and procedures applicable to the provision of aid by the Government 
of the United Kingdom of Great Britain and Northern Ireland to the armed forces 
of the United States and the manner in which such aid will be correlated with 
the maintenance of those forces by the United States Government. 

1. While each Government retains the right of final decision, in the light of 
its own potentialities and responsibilities, decisions as to the most effective use 
of resources shall, so far as possible, be made in common, pursuant to common 
plans for winning the war. 

2. As to financing the provision of such aid, within the fields mentioned below, 
it is the understanding of the Government of the United Kingdom of Great Britan 
and Northern Ireland that the general principle to be applied, to the point at 
which the common war effort is most effective, is that as large a portion as possible 
of the articles and services which each Government may authorize to be provided 
to the other shall be in the form of reciprocal aid, so that the need of each Govern- 
ment for the currency of the other may be reduced to a minimum. It is accordingly 
the understanding of the Government of the United Kingdom of Great Britain 
and Northern Ireland that the United States Government will provide, in accord- 
ance with the provisions of, and to the extent authorized under, the Act of March 11, 
1941, the share of its war production made available to the United Kingdom. 
The Government of the United Kingdom will provide, on the same terms and as 
reciprocal aid, so much of its war production made available to the United States 
as it authorizes in accordance with the Agreement of February 23, 1942. 

3. The Government of the United Kingdom will provide the United States 
or. its armed forces with the following types of assistance, as such reciprocal aid, 
when it is found that they can most effectively be procured in the United Kingdom 
or in the British Colonial Empire : e 

(a) Military equipment, munitions and military and naval stores. 

(6) Other supplies, materials, facilities and services for the United States 
forces, except for the pay and allowances of such forces, administrative expenses, 
and such local purchases as its official establishments may make other than through 
the official establishments of the Government of the United Kingdom as specified 
in paragraph 4. 

(c) Supplies, materials, and services needed in the construction of military 
projects tasks and similar capital works required for the common war effort in 
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the United Kingdom or in the British Colonial Empire, except for the wages and 
salaries of United States citizens. 

(d) Supplies, materials, and services needed m the construction of such military 
projects, tasks, and capital works in territory other than the United Kingdom 
or the British Colonial Empire or territory of the United States to the extent that 
the United Kingdom or the British Colonial Empire is a more practicable source 
of supply than the United States or another of the United Nations. 

4. The practical application of the principles formulated in this note, including 
the procedure by which requests for aid by either Government are made and 
acted upon, shall be worked out as occasion may require by agreement between 
the two Governments, acting when possible through their appropriate military 
or civilian administrative authorities. Requests by the United States Government 
for such aid will be presented by duly authorized authorities of the United States 
to official agencies of the United Kingdom which will be designated or established 
in London and in the areas where United States forces are located for the purpose 
of facilitating the provision of reciprocal aid. 

5. It is the understanding of the Government of the United Kingdom of Great 
Britain and Northern Ireland that all such aid, as well as other ery including 
information, received under Article 6 of the Agreement of February 23, 1942, 
accepted by the President of the United States or his authorized representatives 
from the Government of the United Kingdom will be received as a benefit to the 
United States under the Act of March 11, 1941. In so far as circumstances will 
permit, appropriate record of aid received under this arrangement, except for 
miscellaneous facilities and services, will be kept by each Government. 

If the Government of the United States concurs in the foregoing, I would 
suggest that the present note and your'reply to that effect be regarded as placing 
on record the understanding of our two Governments in this matter. 


Mr. Cordell Hull’s reply was as follows : 


I have the honour to acknowledge the receipt of your Note of to-day’s date 
concerning the principles and procedures applicable to the provision of aid by the 
Government of the United Kingdom of Great Britain and Northern Ireland to 
the armed forces of the United States of America. 

In reply I wish to inform you that the Government of the United States agrees 
with the understanding of the Government of the United Kingdom of Great 
Britain and Northern Ireland as expressed in that Note. In accordance with the 
suggestion contained therein your Note and this reply will be regarded as placing 
on record the understanding between our two Governments in this matter. 

This further integration and strengthening of our common war effort gives 
me great satisfaction. 


Extract from Fifth Lend-Lease Report 
For PERIOD TO JUNE II, 1942 

Article VII of each of the basic agreements pledges that ‘the terms and 
conditions ”’ of the final determination of the benefits to be provided the United 
States in return for aid furnished under the Act “ shall be such as not to burden 
commerce between the two countries but to promote mutually advantageous 
economic relations between them and the betterment of world-wide economic 
relations.” By this provision we have affirmatively declared our intention to 
avoid the political and economic mistakes of international debt experience during 
the twenties. 

A lend-lease settlement which fulfills this principle will be sound from the 
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economic point of view. But it will have a greater merit. It will represent the 
only fair way to distribute the financial costs of war among the United Nations 

The real costs of war cannot be measured, nor compared, nor paid for in money. 
They must and are being met in blood and toil. But the financial costs of war 
can and should be met in a way which will serve the needs of lasting peace and 
mutual economic well-being. 

All the United Nations are seeking maximum conversion to war production, 
in the light of their special resources. If each country devotes roughly the same 
fraction of its national production to the war, then the financial burden of war is 
distributed equally among the United Nations in accordance with their ability to 
pay. And although the nations richest in resources are able to make larger con- 
tributions, the claim of war against each is relatively the same. Such a distribution 
of the financial costs of war means that no nation will grow rich from the war 
effort of its allies. The money costs of the war will fall according to the rule of 
equality in sacrifice, as in effort. 


Extract from Sixth Lend-Lease Report 
FoR PERIOD TO SEPTEMBER II, 1942 

The last lend-lease report to Congress set forth a principle for distributing the 
financial burden of the war among the United Nations in accordance with their 
ability to contribute to the common pool. 

The passage of the Lend-Lease Act meant that the dollar sign would not stand 
in the way of our aid to the other United Nations. The reciprocal aid agreements 
and the arrangements between the United Kingdom and the Soviet Union demon- 
strate that the Lend-Lease policy is becoming a model for assistance furnished 
by our allies. 


The Finances of Refugee Governments 
By Paul Bareau 


HE finances of Governments which have found refuge in this 

country from the tide of German invasion of Europe will make 

one of the most interesting and variegated chapters in the 
financial history of the.war. All these Governments have, of course, 
been deprived of their normal sources of revenue. All still have 
considerable calls upon them, maintaining, training and equipping 
the armies they are raising, paying the ministers and officials who 
succeeded in making their way here, meeting the civil lists of the 
heads of their States, providing for pensions and relieving distress 
among their national refugees and, in some cases, meeting sterling 
bond obligations. To enable them to meet their expenses, the help 
of the British Treasury has been required in varying degrees, ranging 
from 100 per cent. in the case of Poland, for example, to the other 
extreme of the Netherlands, which have not only paid their way, but 
have contributed to the foreign exchange income of the Allies and 











13 ~—~———sS THE: BANKER 





have placed sterling resources at the disposal of the U.K. Government. 

Financial agreements have thus been entered into between each 
of the refugee Governments and the United Kingdom. Their terms 
remain unpublished, but their character is indicated by the terms 
of the Churchill-de Gaulle agreement of August 7, 1940, which 
defined the conditions of service of the French Volunteer Force. 
Article 4 of this agreement is as follows : “ Any expenditure incurred 
for the purpose of the constitution and maintenance of the French 
Force under the provision of this agreement will be met, in the first 
instance, by the appropriate departments of His Majesty’s Govern- 
ment in the United Kingdom, which will be entitled to exercise any 
necessary examination and audit. The sums required will be regarded 
as advances and specially recorded ; all questions relating to the 
ultimate settlement of these advances, including any credits which 
may be set off by agreement, will be a matter for subsequent arrange- 
ment.’” One may assume that wherever Treasury credits have been 
required to feed the ways and means position of refugee Governments, 
the arrangements have followed the broad pattern indicated by the 
agreement with the French National Committee. 

Although deprived of all normal sources of revenue, each of the 
refugee Governments now settled in this country has been left an 
interesting vestige of fiscal autonomy, namely, the power to levy 
taxation on the earnings of its own nationals directly employed by 
it. Thus the salaries and pay of these officials and soldiers are 
exempt from british taxation. The Governments concerned are at 
liberty to make such deductions as they think fit from these pay- 
ments and the deductions are normally made at the source. It 
would, however, clearly be erroneous to regard such taxes as a 
perceptible source of revenue ; they are only a minor reduction in 
the expenditure which these Governments have to incur and their 
symbolical value greatly exceeds their more practical virtue. Apart 
from this common trait, the position of the various refugee Govern- 
ments presents a wide array of differences and contrasts. These 
can best be illustrated by considering in rather greater detail the 
financial position of the Norwegian, Dutch and Belgian Governments 
and that of the French National Committee. 

The Norwegian was the first of the European Governments to 
be swept into this country by Germany’s 1940 campaigns. The bulk 
of the gold reserve had left Norway long before the beginning of 
the invasion. The Bank of Norway, moreover, had balances in 
London and New York, but though these were appreciable in terms 
of the country’s normal current requirements, they did not con- 
stitute any appreciable reserve. There was never any doubt as to 
the title to such gold and balances, since the accredited Government 
and representatives of the central bank made their way to this 
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country. An asset far more important than the gold and the balances 
of the central bank also remained out of the clutches of the invader 
and at the service of the refugee Government. It was Norway’s 
important mercantile fleet. This was to constitute the Norwegian 
Government’s most important source of revenue. But it was a 
revenue which could not be organized and begin to yield straight 
away. Immediate financial help was required to maintain the high 
functionaries and officials who had succeeded in making their way 
to this country and the steady stream of refugees who followed 
them. The Norwegian authorities who reached this country could, 
of course, count on the friendship and practical help of their banking 
friends, and the firm of Hambros placed a substantial and unsecured 
credit at their disposal on the morrow of their arrival. 

Very soon, financial relations with the British Government were 
placed on a proper footing and the credits required to meet the 
uncovered expenditure of the Norwegian Government were made 
available. The Norwegian mercantile fleet was requisitioned by the 
Norwegian Government and for over two years has been operated 
on charter by the British Ministry of War Transport. The net 
profits yielded by the fleet go to the central funds of the Norwegian 
Government. The expenditure of the Government is modest. The 
Norwegian personnel in this country, whether in the administration 
or in the services, is throughout remunerated on a spartan scale. 
The army and navy are equipped largely at British expense. In the 
matter of equipment, aid has been received from the United States 
and Norway is one of the countries with which Lend-Lease agree- 
ments have*been signed. Even allowing for the modest scale of 
Norwegian expenditure in this country and for the shipping income 
received by the Norwegian Government, subvention from the 
British Treasury has been necessary. One of the reasons is that, as 
a result of sinkings and of the inability to replace ships sunk, the 
mercantile fleet is not to-day as remunerative an asset as it was 
when Norway was invaded. The Norwegian Ministry of Shipping, 
to-day, own too few ships and too much cash—the latter received 
as compensation for sunk tonnage. That cash cannot, of course, be 
used for the general purposes of the Government. It is capital 
held in trust for the owners and it has to be invested accordingly. 
The yield on those sterling investments is but a fraction of the profit 
previously earned by the ships they have replaced. The gold reserve 
of the Bank of Norway is now held in the United States and is largely 
intact. The inter-Governmental Treasury credits are non-interest 
bearing and show a balance accumulating slowly against Norway. 


* & oe 
The Dutch Government, from the very inception of its exile in 
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this country, found that finance was among the least of its pre- 
occupations. The Netherlands commanded, through the reserves 
of the central bank, substantial capital assets. And though suddenly 
cut off from its main sources of revenue, the Government, through 
its control of the mercantile fleet and through its access to the rich 
revenues of the colonies, found itself commanding an income more 
than adequate for its reduced needs. The bulk of the Netherlands 
Bank’s gold reserve had safely made its way out of the country 
before the Germans occupied the commercial and political capitals. 
There has at no time been any need to touch this metallic reserve ; 
on the contrary, the first eighteen months of the Netherlands Govern- 
ment’s period of exile must have provided considerable opportunities 
for strengthening the gold holding. Of more immediate importance 
for the needs of the Government were the substantial sterling and 
dollar balances which the Netherlands Bank held at the time of the 
invasion. In the first weeks of disorganization following the exodus 
to this country some encroachment on the sterling part of these 
reserves probably occurred, but in relation to their total this must 
have been negligible. 

The size of these reserves is indicated by figures given in the 
recently published Finance Accounts of the United Kingdom and 
the National Debt Return, both for the year 1941-42. These publica- 
tions reveal that after the arrival of the Netherlands Government 
in this country a financial agreement was made with the U.K. 
Government. This did not follow the customary pattern providing 
for British credits to refugee Governments. It did the reverse. It 
placed at the direct disposal of the U.K. Government a sum of 
{23,842,000 in sterling, representing balances at the disposal of the 
Dutch authorities. It should be noted that this debt from the U.K. 
was expressed in terms of guilders, thus giving the Dutch the ex- 
change guarantee most acceptable to them. Of this credit, 
£17,050,000 was repaid during the course of the financial year ended 
on March 31 last, leaving £6,192,000, or 47,061,000 guilders, out- 
standing on that date. From the start, therefore, the Netherlands 
Government, far from being a charge on the British Treasury, was 
able to give it powerful support. Until the close of 1941, the Nether- 
lands East Indies provided the main source of revenue for the Dutch 
Government. By their substantial exports of rubber, tin, tea, spices 
and other produce, these colonies produced a foreign exchange income 
more than sufficient for their own needs. This income was in effect 
diverted in large part to the benefit of the Allied nations in genera! 
and of the Netherlands Government in particular. 

With the Japanese occupation of the East Indies, these dollar 
earnings were abruptly cut off. The colonies of the West Indies 
remain, but their productive power and foreign exchange income 
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are but a small fraction of those provided by the Dutch Colonial 
Empire before the Japanese invasion. The principal earning asset 
of the Dutch Government is now represented by the merchant 
tonnage requisitioned by its Ministry of Marine and, in the main, 
operated on charter to the British and U.S. Governments. The 
foreign exchange revenue brought in by these various assets is 
handled by the Finance Ministry of the Government, which has thus 
taken over certain of the functions of the central bank. The Nether- 
lands Bank has no legal entity at present outside the Netherlands. 
The general banking operations of the Government in the East 
Indies were handled, in the main, by the Javaasche Bank. The 
firm of B. W. Blydenstein and Co. are the bankers to the 
Netherlands Government in this country. It should be added 
that the expenditure of the Government is largely concerned 
with the equipment and maintenance of the armed forces. There is 
only a small Dutch army in this country, but the outlay on the 
Dutch navy is fairly heavy. Part of the cost of equipment is borne 
by the United States, with whom the Dutch Government have signed 
a Lend-Lease agreement. 


* * * 


The financial history of the exiled Belgian Government begins 
with the difficult interim period of about four months during which 
most of the ministers were in unoccupied France, discussing whether 
to go back to Belgium or to come here and continue the fight. During 
these months, the Belgian Embassy in London took over some of 
the financial functions of the Government essential to the payment 
of salaries and to meet other expenses here. This was done through 
a committee known as the Mission Economique Belge. By agree- 
ment with the British Government, the Mission was allowed to 
acquire the proceeds of certain ships and their cargoes requisitioned 
by the Allied Governments after the German invasion of Belgium. 
The urgent needs of the Committee were also met by a modest credit 
granted by the British Treasury, its amount being commensurate 
with the then prevailing uncertainty as to the future moves of the 
Government. Most of this uncertainty disappeared with the arrival 
of M. Gutt in this country, and as from October 22, 1940, the Belgian 
Government was established in London. The Government was 
followed by the representatives of the Banque’Nationale de Belgique, 
who were given accommodation in the Bank of England buildings. 
With the arrival of the Government, the Finance Ministry took over 
most of the functions performed until then by the Mission 
Economique, which was liquidated. Its activities in liquidating 
pre-October claims were takea over by the Ofice Balge d2 Gestion 








et de Liquidation. 
With the arrival of ministers and officials, the influx of refugees 
and the gradual building up of a Belgian army on British soil, the 
expenses of the Belgian Government increased rapidly. To meet the 
immediate impact of these calls it was at first necessary for the 
National Bank to sell outright to the British Government a small 
part of the gold which had previously been lent to the Treasury. 
After a few months, however, the need to sacrifice capital assets in 
order to meet current ex -penditure disappeared. The Congo colony 
and the earnings of the Belgian mercantile fleet had by then come 
into the picture and between them yielded a revenue which was not 
merely sufficient to meet the current requirements of the Government 
in London, but to repay the small British Treasury credits advanced 
in the months immediately following the German occupation of 
Belgium. The Congo is by far the largest source of revenue at the 
disposal of the Belgian Government. Its substantial exports of 
copper, diamonds, and colonial produce of various kinds have yielded 
a steady foreign exchange income, much of it in the form of US. 
dollars. The Banque du Congo Belge is the channel through which 
this dollar and sterling income reaches the Banque Nationale de 
Kelgique. These foreign exchange resources are thus placed at the 
disposal of the Belgian Government at the Banque Nationale at their 
account at the Bank of England. The Banque Nationale in its turn 
feeds the accounts of the Government with the Banque Belge pour 
!'Etranger (Overseas) which handles the banking business of the 
various ministries. In effect, therefore, the Belgian Government 
is becoming increasingly indebted to the Congo colony, the amount 
of this debt now being in the neighbourhood of £8,000,000. The 
Belgian army has been among the main charges on the budget, but 
now that this army has been transferred to British control, the 
charge will presumably be taken over by the British budget. Belgium 
obtains Lend-Lease aid from the United States, but given the in- 
creasing number of U.S. soldiers in the Congo and development 
work undertaken in that territory for the U.S. army, it is probable 
that Lend-Lease aid is already flowing in the reverse direction at 
an appreciable rate. The yield of the Congo is expected to increase 
further as the production of those two scarce articles, rubber and 
tin, is being rapidly stepped up in the colony. This together with 
the substantial earnings of the Belgian mercantile fleet should 
render the financial position of the Belgian Government in London 
more than secure. It should be added that the Belgian Government 
has strictly met the service of its 4 per cent. sterling loan, of which 
{12,700,000 is now outstanding. 
* 


. ae 
The finances of the French National Committee cannot be 
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altogether dissociated from the remnants of the Anglo-French 
financial relations as they were left by the French collapse of 1940. 
The basic factor in these relations was the Reynaud-Simon agree- 
ment of 1939, which provided for the stability of the sterling-franc 
rate and postponed until after the war the settlement of any balance 
arising out of French expenditure i in the sterling area and, conversely, 
of British expenditure in the franc area. When the war started, 
France controlled substantial sterling balances. These were being 
steadily encroached upon by French purchases of raw materials, 
etc., in the sterling area and by the summer of 1940 very little of 
those sterling balances can have remained. The Reynaud—Simon 
agreement, in other words, must shortly have involved the creation 
of British credits in favour of France. Any remaining surplus must 
have been wiped out subsequently as a result of the discharge of 
French debts to British firms for goods delivered before the Armistice 
with Germany. Although no diplomatic relations with Vichy have 
been forged, Vichy has maintained here a representative whose task 
it has been to liquidate these pre-Armistice debts. Their payment 
must have run the Anglo:French accounts into a substantial debit 
for France. On the other hand, sight must not be lost of the value 
of war material purchased and paid for by France in the United 
States and taken over by the British Government after the French 
collapse, without any payment to France. There may be no direct 
continuity between these pre-Armistice operations and the financial 
relations between the French National Committee and the British 
Government, but it is evident that after the end of the war the 
whole of these Anglo-French credits and debits—whether arising out 
of relations with the French National Committee or out of the 
Reynaud—Simon agreement —must go into one common melting pot. 
With the arrival of General de Gaulle and the blocking of all 
French assets in this country, a definite break occurred in Anglo- 
French financial relations. The position created by the establishment 
of the French National Committee, and the rallying to its cause of a 
number of French colonies, was defined by two agreements. The 
first was the de Gaulle—Churchill agreement of August 7, 1940, of 
which the main operative financial clause has already been quoted. 
The second was the monetary agreement of March, 1941. This fixed 
the exchange value of the French colonial franc ; but though this 
currency was drawn within the orbit of the sterling area it was 
provided that each colony of the Free French Empire could freely 
dispose of the foreign exchange proceeds of its exports and gold 
production. These foreign exchange resources are centralized in the 
Caisse Centrale pour la France Libre, a new organization established 
last December to perform for the Free French territories most of the 
accepted functions of a central bank. It should be stated that the 
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foreign exchange needs of the Free French territories are, in the ag- 
gregate, quite equal to their income and that while the various 
colonies in question are financially self-supporting, they have no 
surplus out of which to finance the National Committee in London. 

The expenditure of the National Committee is thus almost wholly 
covered by the British Treasury credits made available under the 
terms of the agreement of August, 1940. At first these credits were 
made available as the need for them arose and they involved con- 
tinuous and at times irritating control by the Treasury, which by 
the terms of the agreement “ had the right to exercise any necessary 
examination and audit.” As from the beginning of the financial 
year 1941-42, the system was changed and the Treasury credits 
were made available in the form of block grants, leaving the control 
of expenditure to the French National Committee. This gave the 
movement some measure of budgetary autonomy and warded off 
many possible occasions for friction. The National Committee could in 
the normal course count on an appreciable revenue from the earnings 
of French ships operated on charter by the British Government. 
That it does not do so, is due to the lack of clear definition in its 
political status. The Committee is not regarded as a Government 
and therefore has not the power to requisition the ships in question. 
The ownership of these ships is in many cases vested temporarily 
in the custodian for enemy property, and the net earnings are held in 
special ‘accounts for the benefit of the owners. The expenditure of 
the French National Committee is very largely made up of the charge 
of the fighting services. None of this outlay is met directly out of 
the U.K. budget, but all of it is applied to the French National 
Committee’s budget and covered by Treasury credits. The National 
Committee regard the debts arising out of these transactions as real 
debts, to be allowed for in the general post-war settlement. Lend- 
Lease aid is now obtained by the French National Committee from 
the United States and given the importance of French Equatorial 
Africa in the overland route to the Near and Middle East, such aid 
is working both ways, substantial expenditure being incurred in the 
Free French territories on American account as an offset to the 
material and equipment supplied from United States sources. 

These, then, are the financial arrangements by which the repre- 
sentatives of the occupied countries have been enabled to continue 
their independent participation in the war. It is evident that they 
are of no more than ad hoc nature, adapted to the individual needs 
and circumstances of the different Governments with the minimum 
departure from conventional financial concepts. ' What the result 
might be of an ultimate settlement based upon “equality of 
sacrifice ‘’ it is at this stage impossible even to speculate. 
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War Finance Within The Empire 


(By a Correspondent) 


ITHIN the Empire, as between other members of the United 
W ations the financial arrangements hitherto in force have 

been based on the conventional notion that a country receiv- 
ing goods or services produced in another part of the Empire incurs 
an obligation and the exporting country a net claim, regardless of 
the respective size of the total war efforts of the two parties. This 
applies even to the very generous outright gift of the Canadian 
Government, which comes nearer even than Lend-Lease to an 
expression of joint participation in total war, but nevertheless 
represents the waiving of a tacitly assumed financial claim rather 
than an acknowledgment that in an equitable settlement the net 
balance would not necessarily be in favour of the largest exporters 
of war supplies. Agreements for making, or postponing, financial 
payments have in fact been dictated almost purely by expediency, 
and there is, up to now, no sign of any scheme for ensuring that 
even the physical cost of the war shall be reasonably spread between 
the countries of the Empire. Thanks in part to the statistical 
blackout, and in part to lack of information as to inter-Governmental 
arrangements, it is very difficult to say with any degree of certainty 
just what the obligations so far incurred are in every case. Informa- 
tion is, however, sufficient to permit the presentation of a picture 
which is sufficiently distinct to demonstrate the lack of any clear 
underlying principle. Further, it seems certain that the effect of 
some, at least, of the existing arrangements will be such as to violate 
the principle enunciated by President Roosevelt, that all the Allied 
Nations must contribute according to their ability. 

Canada was the first of the Dominions to be able to throw herself 
whole-heartedly into the business of providing for the war needs of 
this country. The net requirements of Canadian dollars in the period 
of rather over eighteen months to March 31, 1941, amounted to 
Can. $795 millions, and a year later it had risen to Can. $1,870 
millions. Up to the end of 1940 the deficit was financed in large 
measure by the sale of British assets to Canada and by the shipment 
of gold. What was not so met accumulated in London to the credit 
of the Canadian Government. Gold shipments were largely exhausted 
by the end of 1940, and despite a second vesting of Canadian securities 
in London on August 15, 1941, the accumulation was attaining 
alarming proportions at the end of that year. Late in January, 1942, 
there was a simultaneous announcement of a further vesting, the 
gift of Can. $1,000 millions and the loan, free of interest, of $700 
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millions, representing the accumulation at that date. It was estimated 
that this arrangement would carry this country on until early in 
the coming year, and there has so far been no word of any further 
understanding, although £145.8 millions of the {225 millions gift 
had been brought into revenue by mid-September. 

The net cash deficiency of Can. $1,870 millions up to the end of 
the financial year 1941-42 is estimated to have been met in the 
following manner :— 





Can. $ m. 
U.K. sales of gold to Canada... ‘a és or 250 
Official repatriation os a ne ua i 714 
Private repatriation aa os oy 126 
Conversion of sterling balance to loan .. es ws 700 
Draft on free gift to date. . oe ~ i ne 80 
1870 





The three London vesting orders together resulted in the dis- 
appearance of Canadian Government stocks from the market to the 
tune of some £83,500,000, as well as of a number of railway stocks. 
In addition, there were vested large number of dollar bonds, for 
which there was no market here, and a considerable list of equities 
for which the principal market was across the Atlantic. A few State 
loans were also repaid. It is to be noted, however, that Canada 
stopped far short of pushing repatriation of British holdings to the 
limit. In addition to such well-known equities as Canadian Pacific, 
International Nickel and Brazilian Traction, there remains a long 
list of railway, State and Municipal stocks in British hands. As 
Canadian holdings of sterling are hidden in the accounts of the 
Foreign Exchange Control Board, until such time as those responsible 
choose to disclose them, there is no means of tracing the actual 
using up of the gift. Nor is it known what arrangement exists for 
the finance of the large and growing contingents of the Canadian 
army in this country. It is evident that upon the answer to this 
question will depend what the final balance between Canada and 
this country and the U.S.A. will be. So far as is known at present, 
on the accounting methods hitherto adopted we shall owe Canada 
very substantial amounts and she will have very large commitments 
to the U.S.A. 

While Canada has made important contributions to the war effort 
of this country, the efforts of the Dominion have in very large 
measure been devoted to her own preparations. Until quite recently 
this was not true in equal degree of India. As was to be expected 
of a less developed country, the total accumulation of sterling has 
been much smaller, and it has proved possible, so far, to meet it 
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entirely by the process of buying up, or vesting, sterling debt in 
London. Comparison of the nominal value of India Government 
securities quoted in London now with the position in September, 
1939, shows a reduction of {184,500,000 in Government loans. 
According to the official figure, sterling debt earning interest 
(excluding railways debentures and annuities) was reduced during 
the three years to March 31 last by almost {168,000,000 to 
{84,736,000. To this there must be added about {2,000,000 per 
annum for the capital element in annuity payments. There remain 
outstanding, in fact, only some £76,000,000 of 33 per cent. stock, 
repayable January I next, and a mixed bag, estimated to amount 
to between £75 and £85 millions.* 

The latest vesting order estimated to cover £74,000,000 of stock, 
was made in March last. Between February 27 and March 6 
this year, overseas assets in the accounts of the Reserve Bank 
of India fell by some 58 crores of rupees, from {£230,000,000 to 
{186,500,000. Although disbursements in connection with the 
vesting were not necessarily complete by the latter date, that was 
the lowest figure recorded, and there has since been a renewed rise 
to 399.9 crores of rupees on September 4, an increase of some 
{113,500,000 in six months. There has thus been a very marked 
acceleration this year in the accumulation of balances, reflecting the 
larger direct purchases of the British Government and the desire 
to transfer surplus materials from India as speedily as possible. 

In addition to the 33 per cent. Government loan, there remain 
outstanding some tens of millions of sterling railway stocks, but even 
if it were decided to vest the whole of these, it is probable that, at the 
present rate of accumulation, India would finish the war with very 
large sterling balances. In the sense that India is one of those 
countries whose development ought to be one of the cares of the 
Allied Nations in the post-war period, this is a desirable state of 
affairs. It is, however, far from certain that the current accumulation 
of balances by the Reserve Bank of India indicates the true state 
of the account between the two countries. It is understood that the 
Indian Government has agreed to cover all expenditure of the Indian 
Army, and of the British Army in India, so long as those bodies are 
engaged within British India. Apart from the sending of British 
reinforcements, the Indian Army will shortly have reached several 
times its pre-war establishment. If the Japanese should invade 
India, the expense will be still further increased. Even if the threat 


*This is made up of : some £154 millions, India’s liability on the 5% War 
Loan, suspended at Lausanne, and generally regarded as past resurrection ; 
holdings of vested stocks to which the orders did not apply ; direct and indirect 
obligations of the Government in railway stocks; and the capital element in 
Indian railway annuities. 
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of Japanese invasion merely means the keeping of a large and growing 
army in India, the cost to the Government of that country may 
much exceed the favourable balance on normal account, the more so 
that increased home needs will tend to curtail exports, regardless 
of shipping difficulties. Against these considerations has to be 
set the effect of Sir Jeremy Raisman’s recent statement at New Delhi. 
There can be no surprise that British Government payments to India 
in the first three years of the war amounted to £183 millions, but it is 
surprising that in the current financial year they should amount to 
£290 millions. 

The third of the Dominions to which the war has brought an 
improved balance of payments with this country is South Africa. 
In addition to an expansion of war industry, and the British Govern- 
ment’s contract to purchase the wool clip, the country has benefited 
by the rise in the gold premium, which has helped to raise the 
sterling value of the annual production to £120,000,000. The whole 
of this is taken over by the British Government at the new fixed 
price, but the Union Government has the right to repurchase as 
much of it as corresponds to its accumulation of sterling, and it 
normally prefers to exercise this right. This gold is held in the 
Reserve Bank of South Africa, and the holding, which before the 
war stood at £7,096,000, was at July 24—the latest date available— 
a trifle under {60,000,000. It had, however, risen only some £7,500,000 
on the year, largely owing to the fact that some £30,000,000 of secu- 
rities were vested in October last. The gold in the Reserve Bank is, 
however, valued at the pre-war price of 85s. per ounce fine. The rise 
since end-August, 1939, is, therefore, appreciably over £100,000,000 
in present values. In addition to last year’s vesting, there was 
a sterling loan repayment in July, 1940, and the fall during the three 
years of war in the nominal value of South African Government 
securities quoted in London is some £43,000,000, or almost half as 
much as the present-day value of the retained gold. This is far from 
being the whole measure of the rate of sterling credits over the period, 
for there has also been a steady repatriation of other securities, 
quoted in London, principally gold-mining shares. 

So far the picture in each country considered has been one of 
a steady accumulation of sterling balances, used to a greater or lesser 
extent to redeem debt or acquire assets. In the case of Australia 
and New Zealand, the position is quite otherwise. Both these 
countries had very heavy debt obligations ; both continued to spend 
freely on social services, at least up to the outbreak of the war, 
while their comparative geographical isolation was intensified by 
the tightness of shipping. In consequence, the accumulation of 
sterling balances has been very slight, and could not have taken place 
at all were it not for arrangements for the purchase, or joint finance, 
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of the principal crops by the United Kingdom, irrespective of our 
ability to transport them to the centres of consumption. It has 
recently been revealed by the Commonwealth Treasurer, Mr. Chifley, 
that the war expenditure of Australia in this country finds no 
reflection in the ordinary accounts between the two countries, but is 
hidden in a special inter-Treasury ledger. It is highly probable, as 
already hinted, that this applies also to other Dominions. For what 
they are worth, however, such figures as are available must be given. 
Australian and New Zealand loan operations during the war have 
been restricted to a few conversions, which have received the backing 
of the British Treasury, and to normal statutory sinking fund 
purchases. The latter appear to have reduced the debt over three 
years by about £10,000,000 in each case to some £411,000,000 and 
{116,000,000 respectively. Meanwhile, the sterling reserve and 
money at short call in London of the Commonwealth Bank had risen 
from {25,400,000 at the outbreak of war to {69,400,000 at the end 
of 1940, partly as a result of the taking over of trading bank sterling 
assets. Since then it has fallen to £41,000,000 at the end of March 
last, and by May 18, the latest figure available, had recovered to 
£44,800,000. 

In the case of New Zealand, the trading banks, as well as the 
Reserve Bank, keep sterling reserves. These have fluctuated con- 
siderably from month to month. Representative figures are as 
follows, excluding the gold holding of the Reserve Bank, which has 
remained unchanged throughout at £N.Z. 2,802,000:— 


Reserve Trading 

Bank Banks Aggregate 

£m. £m. £m. 
Early Sept., 1939 vii si 4.26 2.64 6.90 
End-Sept., 1940 “i 8.00 9.76 17.76 
End-March, 1941 - ba 14.00 9.76 23.76 
End-Sept., 1941 ae ' 1L.76 So. 92 20.44 
End-March, 1942 a i 14.84 10.00 24.84 
End-April, 1942 si iS 16.48 10.56 27.04 


There are no later figures for the trading banks, but that for the 
Reserve Bank is £16,600,000 for July against {12,400,000 a year 
before. It seems difficult to make this considerable increase square 
with the probabilities of the situation, but it may be offset by a fall 
in trading bank figures. 

For different reasons, the experience of Eire has been rather similar 
to that of Australasia. No particulars are available of repatriation 
of securities, or their mere transfer. Holdings of British Government 
securities by the Currency Commission, and of the net assets held 
outside the country by the trading banks, show a fairly steady 
increase of moderate absolute amount. The changes on the quarter, 
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the year, and since before the war, are set out below :— 


Currency Trading 
Commission Banks Total 
£ £ 
Pre-war i 7,208,000 61,750,000 68,958,000 
June, 1941... 10,309,000 76,948,000 87,317,000 
March, 1942 a 14,651,000 87,937,000 102,588,000 
June, 1942 ia 15,062,000 90,238,000 105,300,000 


Except for Malaya, not a great deal of information exists con- 
cerning the Colonial Empire, though the Economist recently drew 
attention to the following items of U.K. external debt created since 
the beginning of the war under the National Loans Acts, 1939-1941, 
and outstanding at the end of the last financial year :— 


Government of Ceylon—Rs. 57,033,160 .. - oa 4,277,487 
Government of Mauritius—Rs. 4,405,000 e ‘cd 329,025 
Government of East Africa—{E.A.2,461,055 i ¥s 2,401,055 
Government of Trinidad— $3,702,000 sie - aa 771,250 
Government of Newfoundland—Can. $1,800,000 “a 404,192 


The total of interest-free loans to this country from Newfoundland 
now amounts to $5,800,000. In other cases the loans bear interest 
at rates up to 3 per cent. These items represent only sterling funds 
made available direct to the U.K. Treasury and would not cover 
any accumulation of other sterling assets. Even for Malaya, there 
are no published figures of that country’s actual sterling balances, 
but it is known that, during the first 23 months of the war, sales 
of U.S. dollars to the Bank of England by the Malayan Exchange 
Control amounted to $232 millions, that is $10 millions monthly, 
without taking account of direct sterling receipts. The rate was 
certainly higher in the six months prior to the occupation, working up 
probably to the equivalent of more than {4,000,000 a month. 
Possibly there is a sum not very far short of {100,000,000 to the 
credit of the area, which should constitute a useful contribution 
towards reconstruction. 

Of the rest of the Colonial Empire the West Indies has been able 
to make substantial contributions in sugar, and has received some 
compensation from the Home Government for loss of the banana 
and other trades. They are, however, likely to be in need of con- 
siderable assistance if they are to attain anything like full develop- 
ment. West Africa, after a period of difficulty, is doing better, 
partly because the closing of the Malayan source of supply has made 
intensification of tin production a necessity, and partly through 
better organization of the markets for plantation crops. The area 
is also probably extracting some benefit from the east-west trans- 
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African traffic. The East African areas, and particularly Kenya, 
are helping to feed the Near or Middle Eastern forces. These develop- 
ments will doubtless provide a nest egg in each case, but it is not 
apparent that they will furnish the basis for a permanent improve- 
ment in the economy of these States. 

Subject to the reservation that much is probably going on behind 
the scenes which is not reflected in published figures and statements, 
there is little to suggest that prevailing arrangements take any 
account of the new ideas which are arising as to the proper allocation 
of the burden of waging the war, or of the nature of the task of recon- 
struction. What little is known of undisclosed agreements, indeed, 
suggests that they are the result of the stresses of the moment and 
are not calculated to facilitate a final settlement on an equitable basis. 





The Growth of Bank Guarantees 


STRIKING feature of wartime banking business has been 
A tic further expansion in the guarantees and indemnities given 

by the banks on behalf of their customers. This form of 
banking service was steadily increasing even before the war, and 
to-day such undertakings must form quite an important item in 
the liabilities structure of the banking system. That this is not 
generally realized is probably due to the inclusion of such liabilities, 
for accountancy purposes, in an omnibus item which covers also 
acceptances, endorsements and other items. In peacetime, one of 
the most important elements in this item consisted of commitments 
relating to forward exchange business. It is popularly supposed that, 
now that forward exchange business has disappeared, the bulk of 
the figures now shown represent acceptances. Though actual figures 
can only be a matter of estimation, it is quite certain that this is 
not the case, but that guarantees bulk very much larger than bills. 


The movements in the “‘ acceptances, endorsements ”’ item since 
1937 aré summarized in the following table :— 

(£000) 
December, 1937 .. i ae re a 114,186 
December, 1938 .. a a He a 128,652 
September, 1939 .. a sia Ka es 125,392 
December, 1939 .. ~ sii ae “a 115,912 
December, 1940 .. - a hs a 108,226 
December, 1941 .. fh fs ae eo III,I22 


June, 1942 a aie al ss si Q2 425 
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It will be observed that since September, 1939, there has been a 


reduction of approximately £33,000,000. If the whole of this. 


contraction represented a fall by, say, two-thirds in acceptances 
and all the elements in the total other than guarantees, this would 
indicate a total for these other items in September, 1939, of over 
£45 millions, leaving an amount of £80 millions in respect of 
guarantees. To any one familiar with the transactions comprised 
in the “ engagements ”’ item, such figures must seem unreal. A more 
probable relationship would be, say, £40 millions for guarantees 
and £85 millions for the remaining items. If the latter are presumed 
since to have fallen to, say, £25 million, it would follow that 
guarantees had increased to about £67 millions, or by rather more 
than half. Possible changes in accounting practice must, of course, 
be taken into account. Thus, the fall of some £19 millions between 
December, 1941, and June, 1942, is largely accounted for by a 
reduction of some £12 millions in the figures of the Westminster 
Bank alone, believed to be due to a change of this kind. [If this 
were the explanation, then the importance of the guarantee liabilities 
would be enhanced. But the figures already suggested are sufficient 
to illustrate the general importance of the service provided to 
commerce and industry. 

The term “‘ guarantees ’’ is used in banking as a general expression 
covering not only guarantees in the purely legal sense, but also 
indemnities, and various bonds and undertakings which incorporate 
elements of both, or in some cases of neither. A guarantee is a 
‘“ promise to answer for the debt default or miscarriage of another, 
for which that other person remains liable,’’ whereas an indemnity 
excludes the “‘ other person’’ (usually described as the principal 
debtor) and the promisor shoulders the liability himself. From a 
purely legal standpoint this distinction is important to a bank, 
for under its guarantee it can refuse payment of a claim until the 
creditor has exhausted every remedy against the principal debtor, 
whereas under its indemnity the creditor can make an immediate 
claim upon the bank without pressing the principal debtor. Various 
forms of undertaking, particularly those described as “ Letters of 
Disposal,’’ are of a nature similar to indemnities, in that the bank’s 
obligation is direct. 

It would appear, therefore, that it would be preferable for a bank 
to give guarantees rather than indemnities—and so it would if only 
legal considerations were concerned. In practice, however, banks 
are averse to any proceedings which, even without justification, 
might be held to throw the slightest doubt on their good name. 
This attitude may put a bank in an awkward position in dealing 
with claims under its guarantees, for if it refuses payment of a claim, 
the creditor is apt to threaten legal action. If instead of taking legal 
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action against the bank, on the other hand, the creditor proceeds 
against the customer, the bank might find its own recourse against 
its customer, for whose account the guarantee had been given, 
detrimentally affected. This recourse itself might even prove to be 
valueless if the bank were to pay a legally unsubstantiated claim 
to preserve its good name, without adopting a purely legal defence. 
Some banks have endeavoured to overcome this last difficulty by 
incorporating in the counter-indemnity which they take from the 
customer an authority to pay claims on demand. So far as the 
present writer is aware, however, the validity of such an authority 
has not yet been tested in Court. 

With these considerations before us, we are in a better position 
to examine the nature of the risk incurred by the banks under the 
guarantees which they give at the present time. The basic tran- 
sactions in respect of which guarantees are given are so diverse 
that it is almost impossible to classify them. They range over the 
whole field of commercial relations and vary in degree of risk from 
the issue of a duplicate share certificate to replace an original which 
has been destroyed—the risk here only arises out of the trust- 
worthiness of the evidence of destruction—to the payment, covered 
by a letter of undertaking, of an amount which will be due at a 
future date, either pre-determined or to be determined in accordance 
with the terms of the undertaking. Here the risk is tantamount 
to that under a confirmed credit. Between these extremes are 
many varieties of basic transaction. Probably the most common is 
the release of goods by shipping companies without production of 
a bill of lading. Here the bank undertakes liability, sometimes by 
way of a guarantee and sometimes by way of an indemnity, according 
to the wording of the form drawn up by the shipping company. 
It is surprising how frequently one hears opinions expressed to the 
effect that the risk is small, possibly because claims under such 
guarantees are few. To obtain the release of the guarantee, the 
customer has to obtain a bill of lading, and this he can do only by 
paying’ the shipper. The bank, in giving the guarantee, is therefore 
backing the credit of the customer to the value of the contract of 
sale ; but the risk may not end there, for if a bill of lading is not 
obtained by the customer, the bank is liable to replace the goods if 
and when a bill of lading is presented by a third party with a good 
title—this means, in effect, paying the value of the goods at the 
price ruling when a claim is made on the bank. At the present time 
this risk can be considerable, especially if the present controlled 
rise in prices happens to get out of hand after the war. 

The issue of duplicate documents to replace missing originals is 
also very common. As stated above, the risk here depends on the 
evidence of destruction. Many indemnities given at present arise 
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out of the presumed loss of documents by enemy action, usually loss 
in course of ocean transit, or by bombing, but the possibility of the 
documents having fallen into enemy hands must not be overlooked, 
for it is reasonably certain that, if we are not on the winning side, 
the enemy will not hesitate to use such documents to his own 
advantage. 

The due fulfilment of contracts is an important type of basic 
transaction. A customer, for example, tenders to the Egyptian 
Government for the construction of a railway bridge over the Nile. 
[In the usual course of events, the customer would be required to 
lodge a deposit of 2 per cent. of the amount of his tender to avoid 
irresponsible tenders being made and to ensure that the contract 
will be signed by the tenderer to whom it is awarded. The successful 
tenderer would be required to increase his deposit to 10 per cent. 
on signing the contract, to ensure that it is duly fulfilled. It is 
almost the custom nowadays for a bank guarantee of some form or 
other to be lodged instead of a deposit in cash—in the case of the 
Kgyptian Government, an undertaking to pay the stipulated amount 
on demand and without “ contestation ” is insisted upon. Guarantees 
are used in a similar manner to obtain the release of what are called 
“ Retention moneys.’’ The risk in these cases lies in the ability 
of the customer to fulfil his contract, and here again war conditions 
can increase the risk considerably. 

Akin to these “ contract ’’ guarantees are the various’ guarantees 
which have appeared during the war in connection with war organ- 
ization. The Government Departments call for bank guarantees in 
many instances as a means of shifting liability on to the banks. 
The Ministry of Food, for example, appoints a firm or a group of 
firms to act as its agent in some capacity, and calls for a bank 
guarantee to cover the payment of the indebtedness of the Agent. 
At the present time, most of such firms, in spite of war conditions, 
are not losing money, but an unexpected termination of hostilities 
might find the banks ‘with liabilities to discharge in respect of such 
transactions. The Ministry of War Transport calls for bank 
guarantees in respect of the release of or the payment of compensation 
for seized shipments, in cases where there is any possibility of claims 
arising after the war under the Compensation (Defence) Act, and 
claims under that Act by persons at present in territory controlled 
by the enemy might be considerable after the war. The special 
bodies such as the Netherland Shipping and Trading Committee, 
Ltd., and the Belgian Trading Committee, call for guarantees of 
a somewhat similar nature. 

These few examples indicate that the risk inherent in the ordinary 
peace-time type of transaction has become intensified. The banks 
have been called upon to carry additional risks of a serious nature 
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arising out of war conditions, and they are being called upon to 
carry further risks as they arise. Many offices of banks must have 
been asked by their customers in recent months to give guarantees 
to the War Risks Insurance Office—already well known as “ Four- 
Point ’’ Guarantees—to cover the possibility of enemy interest in 
the proceeds of claims paid by them for goods lost in the East. 
These guarantees are really undertakings by the assured, joined 
in by a bank, although they are worded “‘ We guarantee to do so 
and so.” 

On reflection, it is rather surprising that the banks have allowed 
themselves to be saddled with what virtually amounts to the carrying 
of the ultimate risk in so many commercial transactions and that 
the wartime Departmental creations of the Government should 
take the same advantage. One explanation would be that this type 
of business is profitable to the banks, and in general it possibly is, 
even if specific fees do not amount in total to any considerable figure. 
A more probable explanation, however, is that the practice of giving 
guarantees has just been allowed to grow. Even in competition, 
certain standards of practice must be insisted upon in the interests 
of sound banking, and it could hardly be claimed that this condition 
is satisfied at present. Forms of guarantee are of infinite variety 
of wording, and on occasion it is extremely difficult for a bank to 
ascertain exactly what risk it is called upon to bear. On the rare 
occasions when a bank ventures to question the terms of a guarantee, 
how often is the answer received that other banks sign without 
question ? 

From practical experience certain guiding principles are clearly 
indicated. The most important principle is that the risk under a 
guarantee should be a banking risk: 1.e., it should be for a fixed 
amount and of a short, or at least, limited, duration. Many guaran- 
tees are unlimited in amount and duration, especially those given 
in connection with lost documents. In principle, the banks should 
refuse even to give guarantees unless the liability is precisely de- 
limited. If the commercial world still insisted on unlimited guaran- 
tees, then customers should obtain them from insurance companies 
or similar institutions, whose business it is to carry risks of such a 
nature. To an insurance company, the risk is assessed on an actuarial 
basis—of one thousand lost share certificates, for example, ten may 
give rise to claims. Most guarantees of other types could be limited 
without the need of conflict between the parties. 

Sound banking policy demands also that the obligation itself, 
as well as its duration, should be absolutely clear and precise, and 
it would be an advantage if a simple standard form of guarantee 
could be adopted. In this connection, it is rather curious that when 
the guarantee is drawn up by the person to whom it is addressed, 
the form adopted in cases where this practice has been carried to 
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the extreme is actually favourable to the bank. The liability is 
expressed as a simple undertaking by the bank to pay a stated 
amount at any time up to and including a stated date, on simple 
demand and without dispute. This is the form of guarantee required, 
for example, by the Egyptian Government and other bodies, but it is 
rarely seen in this country. Yet it has every advantage for the 
bank. The amount and period are fixed, there can be no dispute 
about when the bank is liable, and (very important) the customer 
for whose account it is given cannot resist the action of the bank in 
debiting his account in reimbursement of any claims paid. Nor 
could he insist on the bank paying claims only if duly substantiated, 
a procedure which, in many cases, might lead to the threat of legal 
action against the bank. As stated earlier in this article, a legal 
defence is the last thing that a bank would normally wish to adopt. 
A simple standard form would have the further advantage that its 
issue would not require the close supervision which the present 
practice demands, for documents of this nature could safely be 
issued by all offices without the delay which at present arises in 
having to submit them to the control departments of the banks. 

A further rule is that guarantees should be issued only in British 
currency, for the very good reason that the sterling liability under a 
guarantee in a foreign currency would fluctuate with any change in 
the rate of exchange and therefore violates the principle of certainty. 
Protection cannot be obtained, even in normal times, by engaging 
in a forward exchange contract, because of the contingent nature of 
the transaction. 

These, then, are the general principles which a prudent banker 
would do well to observe before placing the bank’s name to a guaran- 
tee. It is true that the commercial world has been encouraged to 
expect a much laxer standard and that an individual bank seeking 
to apply such canons under competitive conditions would at first 
run the risk of losing business. If business can be secured only by 
conforming to unsound practices, however, its transfer elsewhere 
represents no great loss. With a more general realization of the 
undefined risks at present being accepted, too, it is to be expected 
that banking practice as a whole would improve. 

Such a reform would surely be more acceptable than an increase 
in the fees charged, which would be the only proper alternative 
course if the banks are persistently asked to accept unreasonable 
risks. The bank guarantee plays a valiiable and indeed indispensable 
part in oiling the wheels of commerce. But for the bank guarantee, 
for example, the transition of the business world from peace to war 
would have involved immensely more friction than it did, and 
many transactions could not have taken place at all. In return for 
this important service, the business community should be willing 
to accept reasonable standards of sound banking practice. 
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Bankers’ References 
By Colin Graham 


N the preceding article it was shown on how important a scale 
| the banks facilitate trade by lending their name to guarantees, 

placing behind their customers the limitless credit derived 
from the banks’ prestige and immense resources, and so making 
possible transactions that otherwise could not take place at all. © 
The banks further oil the wheels of commerce by vouching for the 
credit standing of the customer himself, thus enabling suppliers to 
extend appropriate credit with confidence and the customer to 
extend his operations or purchases to the limit justified by his 
resources, his business ability and trustworthiness. By a combina- 
tion of circumstances, the banker is uniquely qualified to assess 
credit-worthiness and vouch for credit standing: he has an 
unparallelled insight into the customers’ financial affairs and general 
circumstances ; he is himself a professional judge of credit risks, 
with all that that implies ; and his high standing enables third parties 
to rely on the banker for a disinterested as well as an expert opinion. 

Though bankers’ references or opinions are familiar to all traders, 
and are also widely adopted also in relation to private customers, 
the practical mechanism of this service and its legal background 
are not so widely understood. Bank enquiries regarding commercial 
undertakings are, of course, only complementary to the “ references ”’ 
taken up through the medium of the Trade Information Agencies.* 
A number of these agencies exist, some with only local influence, 
but there are three of outstanding prominence. Although to a large 
extent they each perform the same function, yet they are recognized 
to have their special spheres in addition. One, for instance, is 
considered to be particularly efficient in providing information 
about big commercial enterprises and their personnel, another 
about small tradesmen or private individuals, and so on. To enjoy 
the services of these agencies it is necessary to be a subscriber, 
which usually means in practice the right over a period to request 
a certain number of references for which a block payment has 
previously been made. A bank, by contrast, will undertake single 
enquiries for its customer and specific payment is rarely required. 
A customer may be asked to pay the bank’s out-of-pocket expenses 
if his account does not warrant their being waived. Otherwise a 
separate charge is usually applied only to customers who make 





* Sometimes called Trade Protection Agencies. 
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constant use of the service, such as a hire-purchase concern. A bank 
is under no contractual obligation to undertake enquiries, which it 
does at its own option. For practical purposes the service is one 
which yields no revenue. 

Bank enquiries really fall into two categories. First, there is 
the straightforward business of obtaining from another bank the 
latter’s opinion of their customer (a) where that customer has 
specifically authorized reference to his bank, or (b) where that 
customer’s bankers have become known fortuitously to the enquirer. 
Secondly, there is the problem, requiring a different routine, of 
obtaining a report on a subject whose bankers are not known. 
For this latter purpose most of the banks maintain a central informa- 
tion department, usually in London. These departments co-operate 
with one another and are in close contact also with each of the 
trade agencies; so that a comprehensive pool of information is 
mutually available to all the banks, forming the backbone of their 
credit information services. 

Though the banks and the agencies are inter-dependent parts in 
the system, their functions are clearly overlapping to some extent. 
Furthermore, it must be admitted from the customer’s viewpoint 
that a banker’s reference, from whatever source obtained, is bound 
to be cautious in its terms. There are sound reasons of policy for 
this, quite apart from the fact that a gratuitous service would not 
justify the running of undue risks. The agencies, however, are not 
handicapped by the same considerations, and give detailed reports 
to their clients based on bank references, trade enquiries, public 
records of all kinds and on personal interviews, if necessary, with 
the subject of the enquiry. Nevertheless, the guarded phraseology 
that is customary in bank references is seldom merely evasive and 
is usually adequate to meet the needs of private customers. Com- 
mercial undertakings can get more detailed information if they 
require it from the agencies. Some business men discount the 

value of bankers’ reports on individuals, on the grounds that they 

confirm little beyond the small standing conferred by the fact of 
possessing a banking account. Such is the view, for instance, of 
certain public utility companies, who prefer a cash deposit to a 
banker’s reference when granting quarterly credit for supplies. 

This brings us to the actual construction of bankers’ references. 

3efore discussing their somewhat standardized terminology and 
the conclusions the enquirer is intended to draw from the hackneyed 
phrases in use, it is necessary to look at some of the legal considera- 
tions relevant to this aspect of banking. The relationship between 
banker and customer was at one time considered to be mainly that 
of debtor and creditor, which is not in the ordinary way a con- 
fidential one. But the duty of a banker not to disclose the state 
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of an account was quickly recognized,* and it was eventually 
established also that he must not disclose any facts that can be 
derived from the account. Since the well-known judgment of 
Bankes, L.J., in the Court of Appeal in 1924 (Tournier v. National 
Provincial Bank), the banker’s obligation of secrecy has been legally 
confirmed on these lines, modified only where disclosure is under 
compulsion of law, where there is a duty to the public to disclose, 
where the interests of the bank require disclosure (e.g. in issuing 
a writ to recover an overdraft), or where the disclosure is made 
by the express wish or implied consent of the customer. Atkin, L.J., 
in the same case, discussed the practice of banks in giving one 
another information about the affairs of their respective customers 
and said, though without expressing any finality, that if this is 
justified it is on the basis of the implied consent of the customer. 

To what extent this legal fiction can be held to apply to the facts 
of practice is a debatable question. Implied consent can, scarcely 
be argued to apply, for instance, in cases where it is adventitious 
that the name of the bank is known to an enquirer. Banking 
experience suggests, moreover, that the majority of credit enquiries 
are of this character. In any case a bank, when responding to a 
reference request from a third party (another bank, or one of the 
agencies), is seldom in a position to know whether the customer’s 
consent to disclosure has been given by implication or otherwise. 
At least one of the large banks is apparently inclined to rely not on 
a theory of consent but on business usage permitting the customary 
degree of disclosure. Its managers are instructed in no circumstances 
to consult a customer on whom a “ reference ’’ is asked or to advise 
him that an enquiry has been received. Since the legal position 
has never been fully clarified, the banks play for safety and follow 
a set of rules to minimize their risks. These rules are :—(a) to use 
the most guarded language in all references ; (b) to use only initials 
in correspondence, never the names they represent ; (c) to answer, 
if in writing, without any kind of authorized signature ; (d) to add 
a clause disclaiming responsibility for the bank and its informants ; 
(e) never to give a reference other than to another bank (or recognized 
agency). 

The most popular answer is “‘ Respectable (or trustworthy) and 
considered good for engagements,” or for a given sum, if one is 
mentioned. (Incidentally, the respectability of a lady is usually 
assumed, and she becomes “ responsible.’’) One favourite formula 
begins, ‘‘ Keeps a regularly conducted account ’’—though naturally 
no bank ever states that its customer’s account is not regularly 
conducted. The qualifications which are used to convey a note of 





* The duty seems to have been established in Foster v. Bank of London, 1862. 
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warning, or even a signal of positive danger, are oblique or mildly 
negative in character. ‘“ Good in a series”’ (i.e. om/y in a series, 
not in one amount) is frequently adopted to describe trustworthiness 
for large transactions, where bank turnover is heavy in relation to 
means. ‘‘ Good at the present time’’ denotes that this may not 
always be so. A little more frank is ‘‘ Capital is known to be fully 
employed.” That the legal fiction of implied consent is inadequate 
to cover normal usage is only too apparent from the “ references ” 
which say that the bank’s ‘“‘ knowledge of customer’s means is 
insufficient to speak’ (for the figures asked), or even “ caution is 
advised.” The rest of the conventions are too numerous to relate, 
but they make use of this technique of understatement. 

The writer recalls an instance where the manager of a multiple 
shop initiated through his bank an enquiry on the name of a new- 
comer to his district. He foresaw a possibility of credit purchases. 
The reply from the subject’s bank merely said that no reference 
could be given without their knowing the enquirer’s name. This 
was given and evidently coémmunicated to the newcomer by his 
own bank. Eventually the “ reference’ stated that the customer 
in question would not authorize any report whatsoever on his name 
as he was not accustomed to asking credit of anybody. In this 
exceptional case the bank not only lacked “implied consent ”’ 
but were actually barred against making any unauthorized dis- 
closure. A tendency is noticeable for enquiries to centre on character 
instead of means. Financial integrity is looked for as well as the 
monetary ability to pay. The public wants to know, for instance, 
whether a customer will make a satisfactory tenant. Good behaviour 
is sought, as well as the rent. More rarely a “ confidential ”’ report 
is asked by parents who want the right husbands for their eligible 
daughters. 

Just as the actual text of references pays regard, even excessively, 
to the legal dangers of unreasonable disclosure, so does the rest of 
the established routine. One or two legal actions have illustrated 
the value of such caution, showing incidentally how banks are liable 
to attack not only by a customer for disclosure, but also by third 
parties for misrepresentation. In the case of Batts Combe Quarry Co. 
v. Barclays Bank (1931), an action was brought against the bank 
by aggrieved customers of another bank. They claimed that 
Barclays had been the cause of certain losses, through a report on 
the financial stability of one of their customers. The favourable 
reference given was not in line with later events. Following ordinary 
practice the information had been given by one bank to another,* 





* The actual memorandum passed between banks is never handed on to the 
enquirer. An entirely fresh communication to the customer is prepared. 














a 
gg nn, gt $$ I a 





BANKERS’ REFERENCES 41 





and it was held by Mr. Justice Avory that there was no evidence 
establishing any duty on the part of the defendant bank towards 
the plaintiff. The inter-bank exchange of references, in fact, aims 
at precisely this object of ensuring that there is no contractual 
relationship between a bank writing a credit opinion and the party 
who may ultimately come to rely upon it. 

A further attempt was made in 1933 (Abelson v. Barclays Bank 
Limited) to fix on a bank the responsibility for a reference it had 
given, again to another bank. Conveniently for the bank, the jury 
found that there was no evidence to show whether the printed form 
on which the report was given was issued with the intention that it 
should be used for the purpose of giving a reference. What other 
intention could have been imagined may be hard to see,.but the 
defence succeeded. So valuable is considered to be this rule of 
reporting only to another bank that it is observed even when a 
customer specifically requests his bank to give a reference to a named 
person, such as a prospective landlord. A direct application from 
the landlord would be deflected to his own bankers. The further 
precaution of issuing references unsigned marks the banker’s respect 
for the Statute of Frauds, by virtue of which a party to be charged 
with responsibility for a false and fraudulent statement must be 
shown to have signed it. Since the question of deliberate deception 
does not in practice arise the protection is largely illusory, except 
that it might form the basis for a defence should all others fail. 
If any duty at all exists between a bank giving a reference and the 
person relying upon it, it is a duty not to be negligent. One of the 
last charges that could be brought against bankers, however, would 
be that of recklessness in formulating their references. At the same 
time, particular care has to be exercised to give an impartial answer 
when a bank is itself a creditor of a customer who is not too sound. 
Naturally, a bank would be concerned on general grounds not to 
express an opinion in terms so severe as to precipitate the financial 
collapse of its customer. It would be likely in such a case to report 
so vaguely as to deprive the “ reference’’ of any value, either way. 
Common sense might suggest that no answer at all should be given 
in so delicate a situation, but the very refusal of a reference might 
well defeat its own object. In spite of all the technical difficulties, 
the absence of any legal code to govern the issue of references 
seldom leads to complaint in practice, and is not allowed to hamper 
the credit information service which customers have grown to expect 
from banking. Great numbers of enquiries are made and answered 
every day, and their discreet handling is one more example of the 
characteristic prudence of British banking technique. 
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Inflation in Germany 
By Paul Einzig 


of the widespread illusion that the Germans have succeeded 

in developing a watertight financial system, enabling them to 
finance war indefinitely without the danger of inflation. This curious 
conception had arisen as a reaction from wishful thinking about an 
imminent financial collapse in Germany during the early years of 
the Nazi regime. Those who viewed financial developments in 
Germany through the eyes of an old-fashioned orthodoxy, were con- 
vinced that the vast expenditure on public works and rearmament 
from 1933 onward would inevitably lead to uncontrolled inflation 
and collapse. When they found that their prophecies failed to 
materialise, many then began to believe that the Nazis had dis- 
covered the secret of non-stop expansion without inflation. Con- 
sequently there was less talk about German inflation in 1941 than 
there was in 1933, in spite of the huge expansion in the volume of 
currency and credit in the meantime. 

During the course of the last few months, however, inflation in 
Germany has forced itself to the notice of public opinion, as a result 
of the striking increase in the note circulation. The conception that 
Germany’s economy was inflation-proof was so firmly established in 
the minds of most people, both in Germany and abroad, that for a 
long time the abnormal pace of the rise in the note circulation passed 
almost unnoticed. German newspapers are believed to have received 
instructions not to draw attention to it, with the result that the 
much more moderate increase in the note circulation of this country 
has received incomparably more publicity than the more striking 
upward movement in Germany. 

It was not until about the middle of this year that foreign 
observers began to sit up and take notice. By that time the note 
circulation, as shown by the Reichsbank return, was already nearly 
34 times its pre-war figure. And evidently the increase was gathering 
momentum. At the end-of 1938 the note circulation was Rm. 6.26 
milliard. By the end of 1939 it had risen to Rm. 8.52 milliard ; 
while a year later it stood at Rm. 12.59 milliard. At the end of last 
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year, the figure was Rm. 15.21 milliard. During the first six months’ 


of 1942, the note circulation rose by nearly 33 per cent. to Rm. 20.95 
milliard, and at the end of July its amount reached Rm. 21.34 
milliard. 

Admittedly, an increase in note circulations is a world-wide ten- 
dency. Even this country is not immune from it. The active note 
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circulation of the Bank of England, which averaged £485 million in 
1938, reached the record figure of £831 million on September ro, 1942. 
This increase, substantial as it is, may be considered moderate in 
comparison with the rise in the Reichsbank’s note circulation. Yet 
there has been every reason for a more substantial rise in this country 
thanin Germany. The main cause of the rise in the British note issue 
lies in the increase in employment. Whereas Germany reached full 
employment before the war, in Great Britain it was not until 1942 
that full employment was reached. This means that in Germany 
legitimate currency requirements due to increasing employment 
account for practically no part of the increase of the note issue. Nor 
has there been an appreciable increase in prices to account for 
increased currency requirements. In Great Britain, rightly or 
wrongly, the currency was devalued on the outbreak of the war, 
and this gave rise to an all-round rise in prices, and costs, necessitating 
correspondingly larger note circulation. In Germany there was no 
such increase in prices. 

Only a very small fraction of the increase in the Reichsbank’s 
note circulation can be accounted for by the expansion of the terri- 
tory of the Reich. While the Reichsmark has been introduced in 
Alsace-Lorraine, Luxembourg, the Sudeten district, Danzig, and 
those parts of Poland which have been declared to form part of the 
Reich (the Corridor, Poznan, Upper Silesia, etc.), the export of 
Reichsbank notes to other conquered territories has been strictly 
forbidden. Such Reichsmark notes as were issued on conquered 
territories were issued by the Reichskredits-Kassen, and are excluded 
from the figure of the Reichsbank’s note issue. 

In the circumstances, the increase in the German note issue can 
only be attributed to inflationary financing of the war. The notes 
were not issued in order to satisfy the increased requirements of the 
German people, but in order to cover the deficit of the Treasury of 
the Reich, a deficit which the Treasury was unable to cover by 
means of borrowing either from the public or from the _ banks. 
Evidently, the German method of financing by means of re-borrowing 
again and again the money spent is not working smoothly. The 
explanation is that a large proportion of the money spent no longer 
finds its way back to the Treasury or to the banks, because the 
public prefers to hoard the notes rather than subscribe to Governe 
ment issues or deposit their cash with the banks or savings banks. 

The increasing tendency to hoarding is a symptom of a growing 
degree of distrust—distrust in the Reichsmark, in the banks, in the 
Government, and, above all, distrust in the final victory of Germany. 
[t is not mere coincidence that the increase of note hoarding became 
accentuated during the first half of 1942. For the first time since 
the outbreak of the war the possibility, and even probability, of 
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Germany’s defeat began to dawn on the Germans as a result of the 
unexpectedly stubborn resistance of Soviet Russia and the entry of 
the United States into the war. In the minds of the German people, 
defeat is equivalent to extreme inflation such as the old and middle- 
aged generations experienced in 1923. Consequently the prospects 
for German finances have come to be viewed with growing concern. 
It may be argued that the anticipation of inflation is no reason for 
an increase of hoarding of notes which are expected to depreciate. 
But then inflation-minded people no not necessarily act reasonably 
and logically. It is in accordance with past experience ‘in Germany 
and other continental countries that advancing inflation is accom- 
panied by abnormal hoarding. Uncertainty of political or financial 
prospects usually translates itself on the continent into a desire to 
mcrease individual holdings of notes. 

The extent to which the inflation of the note issue made progress 
in Germany is all the more remarkable as the German Government 
put up a very strong resistance to the alarming tendency. Its 
spokesmen have not given up the effort to uphold the fiction that the 
Nazi system is inflation-proof. Quite recently Dr. Fritz Reinhardt, 
Under-Secretary of State of the Treasury of the Reich, published a 
book entitled What is Happening to our Money, which contains the 
following remarks: ‘‘Any belief in the possibility of inflation in the 
National Socialist State 1s based on ignorance of totalitarian condi- 
tions and possibilities. Inflation in the National Socialist State is 
out of the question. The finances of the Reich and its currency 
are as firm as ever.’’ Such arguments would certainly have been 
considered quite superfluous a year ago, when there was no appre- 
ciable degree of feeling of uncertainty about German finances. 
Such fears as may have prevailed were at that time far from suffi- 
cient to necessitate the mobilization of Dr. Reinhardt to fight against 
it. Since the end of last year, however, conditions have changed, 
and the very fact that the German Government now goes out of its 
way to deny the possibility of inflation is not devoid of significance. 

What is even more significant is the adoption of abnormal 
measures such as can only be justified by an abnormal situation. In 
order to raise cash, the German Government is calling in shares from 
large holders, paying for them with blocked bonds, and re-selling 
the shares against cash to small investors. Another method of 
supplementing the inadequate proceeds of taxation and borrowing 
is through the sale of Government-owned arms factories to private 
owners. Further, the acquisition of securities in German-occupied 
countries by private interests is encouraged, because the buyers 
pay the purchase price into the clearing accounts in the form of 
Reichsmarks, while the sellers receive payment in their respective 
national currencies from their respective Central Banks. Finally, 
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the practice of granting advances to Government contractors has 
been discontinued, in order that contractors should make use of 
their own reserves or of borrowed money for the financing of their 
contractors instead of relying on funds which the Treasury of the 
Reich had to borrow. 

Notwithstanding these abnormal measures, the increase in the 
note issue is inevitable, because the milliards raised by the above 
measures are not sufficient for filling the gap. When the possibilities 
of the palliatives have become exhausted—as they are bound to 
sooner or later—then the pace of inflation will further increase. 
Even the military victories in Russia and Libya have failed to arrest 
the deterioration in Germany’s finances, as indicated by the rise in 
the note issue. In the circumstances it is clearly absurd to speak 
about Germany being inflation-proof. Before very long the weak- 
ness of Germany’s war finances will become even more evident than 
it is now. The effects of advancing inflation cannot be suppressed 
indefinitely. 


Three Years War Finance 


S we enter the fourth year of war, it is literally true that our 
J\ iinances are in a sounder state than at the beginning of the 

war. In the early stages, there was a real danger of a vicious 
spiral of rising costs and prices, leading to an inflation of the tradi- 
tional type. Even allowing for the existence of unemployed resources, 
the earlier war budgets were as half-hearted as the general war effort 
of that time, and a wages policy was completely lacking. Both 
the budget deficit and the national money income were therefore 
rising rapidly ; and with rationing limited to a narrow range of 
basic foodstuffs, the increased purchasing power reflected itself in 
rising prices or shop shortages of many staple commodities. During 
1941 these trends were definitely checked by three measures : 
substantial increases in taxation; the adoption of food subsidies 
to stabilize the cost of living ; and the introduction of the points 
system to extend rationing over a far wider field. Though the 
stabilization of the cost-of-living index has not, as was hoped, 
halted the rising trend of basic wages, the general network of control 
has been flung sufficiently wide to ensure that the additional income 
thus generated is not able to force up ‘the cost of living and so 
impose unfair sacrifices on those with small incomes and fixed 
incomes. The central evil of inflation, in other words, has been 
averted for the duration of the war. 








6 THE BANKER 





That is not to say that the present position is entirely satisfactory 
and financial policy altogether free from criticism. The true object 
of war finance is not to avoid inflation at any cost but to preserve 
as much financial soundness as is compatible with a full war effort. 
There is no doubt that in some respects this over-riding objective 
has been sacrificed to the narrower financial aim. High taxation, 
and especially E.P.T., has undoubtedly weakened the incentive to 
full-out production; delays have been caused by haggling over 
contract prices and the costing of purely financial items; some 
damage to morale may have been caused by the niggardly treatment 
of the Forces, the refusal of legitimate compensation, the anomalies 
thrown up by the lack of any coherent compensation policy, and 
sO On. From the conventional standpoint of combating inflation, 
moreover, there is no excuse for the uncontrolled rise in basic wages, 
which diminishes rather than heightens incentive, which places 
those in the Services at a still more severe disadvantage and will 
accentuate the difficulties of the export trades after the war. Though 
points rationing covers a fairly wide field, too, there is no doubt 
that in principle a further extension is desirable to secure fair distri- 
bution of such important items as beer, tobacco, household goods 
and some unrationed food. The administrative difficulties of rationing 
perishable goods and items which are not in universal demand 
have been very fully discussed in these pages.* But the problem 
must become increasingly urgent with every wage concession that 
is granted and with every addition to the steadily mounting number 
of American troops in this country. 

When all is said and done, however, these are no more than 
defects, even though important defects, in a system which taken as 
a whole has not been unsuccessful. A war effort on the scale we have 
achieved might easily have involved financial chaos; it has done 
nothing of the kind. Distribution of the great bulk of cost-of-living 
goods is maintained on an equitable basis. Where rationing has 
not been applied, this can often be justified on the ground of tec hnical 
difficulties. And if rationing has, nevertheless, stopped short of 
the practicable limit, it can be claimed on the other side that where 
coupons have been issued they have always been met by goods 
and the public takes it for granted that every coupon will be so met. 
While the limitation of supplies, in the widest sense, prevents some 
spending altogether, it admittedly releases purchasing power which 
tends to drive up the prices or cause haphazard distribution of 
goods on the uncontrolled margin. But even on the luxury fringe, 
wild rises in price are restrained by uncertainty about the future 
and unwillingness to pay prices wholly out of relation to those of 


* Sec “ The Technique of Rationing, "" May, 1942. 
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basic goods. In this connection, the maximum price system does 
valuable service in helping to keep alive the concept of a pre-war 
norm of prices. 

Given an elaborate system of controls, the traditional sy mptoms 
of inflation cease to have any particular significance. An expansion 
in money incomes no longer portends a corresponding rise in prices 
—increased spending will affect only a small range of inessentials 
and a large part of the additional income will automatically be 
converted straight away into savings. Even less significance attaches 
to the choice between different types of borrowing. Nevertheless, 
the trend of prices and of bank credit are worth examining for their 
negative implications ; for they show conclusively that there has 
been none of the cumulative upward movement which is a charac- 
teristic feature of a runaway inflation. The continued rise in basic 
wages—now more than 30 per cent. since the outbreak of war 
is clearly apparent from the table below. According to the Ministry 
of Labour figures, wage awards during 1940, 1941 and the first half 
of 1942 represented an addition of {275 millions to the annual wages 
bill, making a cumulative rise of over £400 millions since the beginning 
of 1936. The index of food prices, on the other hand, reached its 
peak in 1940 and has since reacted perceptibly, while the general 
cost-of-living index has been stable for more than a year past. 


TREND OF PRICES 


July : 
1939 1940 1941 1942 
Wage rates* .. te 1053 11g 125 1374 
Cost of livingt: 
Food as is 139 168 167 160 
All items .. ee 156 187 199 200 
Wholesale§ : 
Basic materials .. 94.3 148.9 167.7 168.1 
Manufactures = 109.1 136.4 148.6 152.4 
s % July, 1939: 
1939 1940 1941 1942 
Wage rates .. ba 100 112.6 52% <0 130.2 
Food .. i a 100 120.9 120.2 1Is.2 
Cost of living, all items Loo 119.9 127.6 128.2 
3asic materials ia 100 157.8 176.8 178.2 
Manufactures .. - 100 125.0 136.4 r39.7 


* Prof. Bowley’s index; December, 1924 = 100. 
+ Ministry of Labour index; July, 1914 = 100. 
§ Board of Trade index; 1930 = I00. 

Similarly with floating debt borrowing. In the early stages of 
the war, this figured prominently in the finance of the deficit, as was 
largely justified by the inc reased demand for liquid assets due to 
war uncertainties and the expansion in production. In the latter 
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half of 1940, as will be seen from the next table, the total floating 
debt rose by as much as £964 millions. Only a minor portion of 
this represented effective debt placed on the market and with the 
banking system; and the subsequent expansion has in any case 
been at a much slower rate. On balance, the first eight months of 
1942 actually saw a slight contraction in floating debt, compared 
with an increase of nearly £600 millions over the corresponding 
period of 1941. 
FLOATING DEBI 


Treasury Change 
Bills T.D.R. Total in period 

1939 fm. {m. {m. £m. 

September 1,186.5 : 1,235.9 

December 1,469.9 1,535-2 299-3 
1940 

March L427 . 2 1,489.2 46.0 

June 1,626.0 1,662.6 t+ 173.4 

September I,g21.1 124.0 2,136.7 + 474.1 

December 2,151.8 338.0 2,626.3 + 489.6 
I94I 

March 2252.7 429.5 2,813.4 + 187.1 

June 2,357.0 519.0 3,063.0 +- 249.6 

September aE? «2 600.0 3,424.4 + 361.4 

December 2,547.0 811.5 3,610.8 + 186.4 
1942: 

March 2,620.6 496.5 4,352.2 - 298.6 

June 2,638.5 591.5 3,426.7 + 114.5 

August 2,043.3 695.5 3,593.2 166 .5* 

* Two months. 


The trend of banking figures is closely related to that of the 
floating debt. In the first year of war, as is shown by the next 
table, clearing bank deposits increased by some 10 per cent. and 
in the second year by as much as 20 per cent. So far from a 
cumulative expansion, however, the rate of increase in the succeeding 
twelve months actually declined once again to little more than 
10 per cent. 

EXPANSION IN BANK CREDII 


Clearing Change in 12 Months: Change 

Banks Aug., 1939, 

August, To Aug., To Aug., To Aug., to 
1939 1940 1941 1942 Aug., 1942 

fm. fm. fm. fm. ™. 
Deposit ve @265.% + 236.2 515.8 - 307.5 - 1,059.5 
Cash .. “ss 232.9 + 40.4 + 42.9 35.1 118.4 
Call Money .. 147.5 - 0.1 i, a - 6.3 14.3 
Discounts “ 279.1 + I51.0 — 164.2 + 17.5 . 4.3 
T.D.R. ite + 26.0 + 442.5 + 165.5 + 634.0 
Investments .. 599.4 + 82.8 + 253.0 146.3 + 482.1 
Advances Pe 984.5 — 65.4 — 81.1 — 54.5 - 201.0 
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A movement which has aroused somewhat greater concern, 
especially during the past year, has been the rapid increase in the 
demand for actual currency, summarized in the next table. While 
it is certainly desirable that the public should hold its savings in 
some less liquid form, an increase in the note circulation can, under 
present conditions, have none of the sinister implications which it 
might possess in a free economy. It goes without saying that there 
is no question of using the printing press as a deliberate means of 
finance. Undoubtedly, the Government’s general financial policy 
governs the volume of money income and hence indirectly the 
demand for liquid assets of all kinds. But Government finance 
operates initially through the banking system, and it is the choice 
of the public which directly determines what proportion of the 
additional deposits is converted into notes. 


EXPANSION IN CURRENCY 


Estimated Per cent. 
Fiduciary Notes “ in true rise 
issue circulation "’ circulation* in period 

July : fm. fm. fm. 

, 1939 i is 300 508.0 478 - 
1940 re ae 630 608.9 571 19.5 
1941 aa te 680 650.7 629 10.1 
1942 ee ‘ 830T 812.2 773 22.8 
* Bank of England Statistical Summary. t Raised to £880 m. on July 29 


Expenditure during each of the first three years of the war, and 
the methods by which this was financed, are summarized in the 
next table, which also shows the approximate movement in the 

national debt over the period. It is a striking testimony to the 

efficacy of the closed capital market in maintaining cheap money 
that the interest charge on the national debt was only £59 millions 
higher in 1941-42 than in 4939-40—an increase of only 26.5 per 
cent., whereas the nominal total of the debt at the end of the period 
was 81 per cent. higher than at the beginning. A fairer comparison, 
of course, is to take the mean level of the debt in the first and third 
years. This still represents an increase of 52.4 per cent., or double 
the percentage rise in the interest charge. From mid-1939/40 to 
mid-1941/42 the national debt increased by £4,789 millions (from 
{9,136 millions to £13,925 millions) ; the additional £59 millions 
for interest in the later year, therefore, indicates an average rate 
for war borrowing of just under 1} per cent. 

The table also shows that the proportion of expenditure covered 
by taxation declined from 42.4 per cent. in the first year to 35.9 per 
cent. in the second, recovering to 42.5 per cent. in the third and 
averaging 40 per cent. for the whole period. Formal figures, of this 
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SUMMARY OF EXCHEQUER RETURNS SINCE SEPTEMBER 3, 1939 
(LEND-LEASE EXPENDITURE EXCLUDED) 


Expenditure : 
Interest 
Supply 
Other items 


Loans repaid : 
44% Conversion Loan .. 
1% Treasury Bonds 
National Savings Bonds 
Sinking Fund allocations 
Miscellaneous items (net) .. 


Revenue : 
Taxation. . 4 a 
Per cent. of expenditure 
Canadian Government 
contribution 
Other sources 


War Damage Fund surplus 
Loans raised : 
Tax Reserve Certificates 
3% War Loan .. 
3%, Defence Bonds 
3% Natl. Defence Loans§ 
% Funding Loans§ , 
4°, National War Bonds 
3% Savings Bonds 
National Savings Certs. . 
‘Other’ debtt... 
Floating debt: .. ; 
Ways and Means Ad- 
vances : 
Public Departments 
Bank of England 
Treasury Bills: 
Tender 
fap .. a 
Deposits by banks 


3 
2 


* Excluding {5,265,000 devoted to repaying (tap) Treasury bills. 


First Year 
366 days, 


Aug. 31, 40 


£’000 
222,243 
2,368,102 
16,905 
2,607,250 
(113,684) 
104,052 


Io! 


9,531 
7,226 


2,728,160 


1,105,121 
(42.4) 


42,867 


1,147,988 
(1,580,172) 


302,405 
140,477 


185,995 


124,550 
18,831 
(801,854) 


11,525 


330,000 


424,329 
30,000 


2,728,160 


Second Year 


362 days, 


Aug. 30, 41 


Third Year 


364 days, 


Sept. 3, '39- Sept.1,’40- Aug. 31, ’41- 
Aug. 29,'42 Aug. 29, 42 





£’000 £'000 
228,547 281,253 
4,138,839 4,800,534 
16,945 17,199: 
4,384,331 5,098,986 
(112,389) (15,818) 
432 = 
99,950 5° 
131 3,323 
11,876* 12,445 
goo Cr. 7,604 
4,497,620 5,107,200 
1,575,222 2,165,966 
(35-9) (42.5) 
— 141,332 
61,951 133,237 
1,637,173 2,440,535 
19,891 3,827 
(2,840,556) (2,662,838) 
- 346,880 
II --- 
180,950 151,386 
121,856 
= 242,475 
750,309 534,321 
291,010 545,106 
185,450 213,400 
57,038 259,275 
(1,253,932) (369,995) 


153,260 
1,000 


134,000 
482,672 


483,000 


4,497,620 


40.470 
Dr.1,000 


5,000 


143,025 
182,500 


5,107,200 


War Period 


156 weeks, 
to 


£'000 
732,043 
11,307,475 
51,049 





12,090,567 
(241,891) 
104,484 
100,000 
3,555 
33,852 
522 


12,332,980 


4,846,309 
(40.0) 


141,332 
238,055 
5,225,696 
23,718 

(7,083,566) 
346,880 
302,476 
478,813 
121,856 
242,475 
1,470,625 
836,116 
523,400 
335,144 

(2,425,781) 


205,255 


475,000 
1,050,026 


095,500 


12,332,980 


§ Placed with National Debt Commissioners on behalf of savings banks. 


+ Including external debt and interest-free loans. 
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APPROXIMATE POSITION OF NATIONAL DEBT 





Sept. 2, Aug. 31, Aug. 30, Aug. 29, 
1939 1940 1941 1942 
£’000 £’000 £’000 £’000 
Floating Debt is .. 1,167,000 1,969,000 3,223,000 3,593,000 
Other Internal Debt .. 6,204,000 6,868,000 8,320,000 10,356,000 
External Debt re a. 1032, 000 1,032,000 1,060,000 1,298,000 
8 403,¢ 000 9,869,000 12,603,000 15,247,000 


kind, however, have very little significance, as they depend very 
largely on the definition of taxation and in any case do not show 
to what extent the war has been paid for on the one hand by current 
sacrifices and on the other hand at the expense of posterity. This 
latter question can only be answered by a searching analysis of the 
real sources of war finance, such as that contained in the article by 
Mr. N. Kaldor in the current Economic Journal. As will be seen 
from the next table, Mr. Kaldor estimates that in 1940 the war-time 
increase in Government expenditure on goods and services was 
equivalent to {1,750 millions at 1938 prices, equivalent to 38.1 per 
cent. of the 1938 nation income. For 1941 the corresponding figures 
were {2,400 millions and 52.3 per cent. It is also shown in what 
proportion the additional resources devoted to the war effort have 
been derived respectively from increased output, curtailment of 
consumption, and drafts on capital at home and abroad. In general, 


[he Real Sources of War Finance 


(N. KaLpor’s EstiMATE IN ECONOMIC JOURNAL, JUNE-SEPTEMBER, 1942) 


1940 1941 
f{m., As % of {m., As % of 
at 1938 1938 at 1938 1938 
Prices Income Prices Income 
Increase in output... ‘a a 300 6.5 570(') 12.4 
Reduction of consumption Ss ‘ 300 6.5 600 12.2 
Increase in adverse overseas bz lance 450 9.8 500 10.9 
Reduction in provate gross invest- 
ment* zs + ee ‘i 700 15.3 730(?) 15.9 
Increase in Government expenditure 
on goods and services, compared 


with 1938 .. 2 Ss os  %,750 38 1 2,400 52.3 


(*) Alternative estimates £500 millions (10.9%) and {800 millions (17.4%). 
* Excluding the reduction of stocks in private ownership. 


the method of enquiry is to find an appropriate index of prices with 
which to deflate the relevant White Paper figures. In the case of 
home capital disinvestment, however, allowance is also made for the 
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writing up of stocks and the rise in the replacement cost of fixed 
capital. The striking conclusion, as will be seen from the table, is 
that up to the present drafts on capital have provided more towards 
the finance of the war than increased output and curtailment of 
consumption put together. In 1940 and 1941 combined, war ex- 
penditure is placed at the equivalent of 90.4 per cent. of the 1938 
national income ; towards this drafts on capital at home and abroad 
provided as much as 51.8 per cent., or on one basis even 53.3 per 
cent. However regrettable such depletion of capital would be in 
normal times, we must be thankful that the ability to draw on 
accumulated capital has made possible a vastly greater expansion 
in our war effort than could ever have come from our current exertions 
and sacrifices alone. 


What of the financial prospect in the fourth year of the war ? 
This is probably best considered in relation to the data contained 
in Table III of the White Paper and summarized in the table overleaf, 
since the White Paper has expressed the 1942-43 budget forecast 
on the same basis. Excluding disinvestment abroad, it will be seen 
that the domestic sources of deficit finance provided £1,321 millions 
in 1940 and {1,990 millions in 1941. For the current year, expendi- 
ture requiring domestic finance is estimated at £4,511 millions, and 
central Government revenue (excluding Canadian Government con- 
tribution of £225 millions) at £2,402 millions. Hence, if the estimates 
are fulfilled, the domestic sources of deficit finance must this year 
provide {2,109 millions, an increase of £119 millions on 1941. 


Up to 1941, as will be seen from the table, a remarkable feature 
of war finance was the sharp rise in personal savings, generated by 
the restrictions on consumption. It seems most unlikely that this 
trend has continued into the current year. In the five months 
April to August, Defence Bonds brought in only £47.1 millions net 
(against {77.8 millions in the corresponding period of rg41) and 
National Savings Certificates only 72.7 millions (against £86.9 
millions). These two items together thus show a decline of nearly 
{45 millions in five months, while the increase in savings bank 
deposits has only just about equalled the 1941 rate. On the other 
hand, the note circulation in these five months rose by £71.2 millions, 
an increase of nearly £20 millions ; and since the expansion in bank 
deposits has been damped down by subscriptions to Tax Reserve 
Certificates, it is probable that a larger proportion of the additional 
£232 millions of deposits created since March has accrued to in- 
dividuals this year than last, when the expansion over the period 
was almost exactly the same. 

Thus the indications are that personal savings are probably 
running somewhat lower than in 1941. Similarly, one would imagine 
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FINANCE OF CENTRAL GOVERNMENT DEFICIT 











1938 1940 1941 
Ultimate Sources :— £m. £m. £m. 
Net personal savings* ‘6 os a 143 555 815 
Undistributed profitst = r we 313 268 213 
Surplus on extra-budgetary funds .. a 21 140 166 
Local authority surplus - ag me 4 36 54 
War damage compensation§ .. i ¥ -- 36 249 
Less 
Private net investment (or plus disinvest- 
ment) at home and war losses made good .. —406 286 493 
Private and Government investment (or plus 
disinvestment) abroad i a ‘i 55 759 798 
Deficit .. an 20 ey a 130 2,080 2,788 


* Including provision for accrued taxes. 

+ After payment of taxes and War Damage Act contributions and premiums, 
but including provision for accrued taxes. 

§ Compensation received in respect of claims under the Marine and Com- 
modity War Risks Insurance Schemes and the War Damage Act. 


1935 1940 1941 
Financial Sources :— £{m. £m. {m. 
Unemployment Fund.. a ie . I! 24 , 64 
National Health Funds i a a -- 9 8 
Local Loans Fund .. i me ia — 2 5 9 
Other extra-budgetary receipts* .. , 258 515 73 
Reconstruction Finance Corporation loan . . - — 87 
Receipts from: capital transactionst x 5 10 10 
Less: 
Sinking funds .. ie rr gs .. — II — 12 — 17 
Other expenditure (net) os 6a adi 4 — 8 13 
Finance through Government agencies... 253 543 247 
P.O. and Trustee Savings Banks .. ‘is I IIg 214 
National Savings Certificates§ a ‘i 3 168 213 
Defence Bonds a Se tb a3 -- 180 174 
Other public issues (net) sey a ae 62 552 1,021 
Increase in fiduciary issue .. ree ar 10 50 150 
Increase in Treasury bills|| .. e .. —I199 130 279 
ie a ~ i a Ae -- 338 473 
Tax reserve ce rtificates ts a Re -- — 17 
Public borrowing at home .. a .. —123 1,537 2,541 
Deficit .. me a i id 130 2,080 2,788 





* Including War Risks insurance and certain War Damage Act receipts, 
Exchange Equalization Account and reduction in Exchequer balance. 
+ Included in miscellaneous revenue, and appropriations in aid arising from 
capital transactions. 
§ Including increase in accrued interest. 
Held outside Government departments, and Bank Ways and Means. 
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that home disinvestment is likely to show if anything a decrease, 
since the running down of stocks must almost have run its course 
in 1941. Undistributed profits and the local authorities’ surplus 
may both be on the increase, but extra-budgetary receipts and war 
damage compensation are unpredictable without inside knowledge. 
A further complication is the probable divergence both of expenditure 
and revenue from the estimate. Revenue from domestic sources 
in the period to September 12 had brought in {907.4 millions or 
37-8 per cent. of the estimate for the year. At the corresponding 
date in 1941, however, receipts amounted only to £669 millions, or 
32.2 per cent. of the actual receipts for the financial year. On this 
basis, total revenue for the current year would amount to no less 
than £3,045 millions. Similar calculations suggest that expenditure 
may excend the estimate by some {250 millions, but even so, the 
deficit would be some £150 millions less than that envisaged in the 
budget forecast. At first sight, this would suggest that the sources 
of deficit finance need show no increase at all. In reality, everything 
would depend on whether the revenue surplus had its counterpart 
in a curtailment of consumption or had been financed by sales of 
capital assets. 

All this, admittedly, does not take us very far towards a definite 
assessment of the current financial position. What it does indicate 
is that too much: atte ntion need not be paid to the trend of the weekly 
savings figures, since so many other important variables are involved. 
Even if it could be shown that the propensity to save is too low, it 
must in any case be asked what the practical implications of this 
would be. A little reflection is sufficient to show that the decision 
of individuals to spend or save can neither prevent the Government 
from obtaining the real resources it needs for the war, nor even force 
it to bid up for those resources. Excessive spending, as has already 
been pointed out, can at this stage only generate increased income 
on the luxury fringe, income which from the economic point of view 
is almost entirely transfer income. At this stage, therefore, it is an 
anachronism to talk about an increase in savings being needed to 

‘ bridge the gap.”’ 
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International Banking Review 


France 


S a result of the expansion of deposits brought about by 
A ination several French banks have considered it necessary 
to increase their share capital, in accordance with the con- 
tinental practice of maintaining some vague proportion between 
the banks’ capital resources and liabilities. Accordingly, the Société 
Générale is increasing its capital from Frs. 625 million to Frs. 750 
million, and the Banque Nationale pour le Commerce et |’ Industrie 
is increasing its capital from Frs. 350 million to Frs. 525 million. 
During the past year, the Banque de l’Indo Chine increased its 
capital from Frs. 120 million to Frs. 150 million. 
The following is a list of the French loans issued since the 
armistice. A large part of the amounts issued consisted of conversion 
loans. 


Amount : 
Date of Interest Issue Milliards 
Issue of Price of francs 
Credit National .. = May, 1941 4 100 12 
State Railways om June, 1941 4 95 4.5 
Caisse d’Amort su Oct., I941 4 100 15.5 
Post Office ne ug Nov., 1941 4 100 6.2 
State Railways .. a Dec., 1941 4 96 19.7 
Credit National .. ms Jan., 1942 34 98.5 3 
do. oy Pi Feb., 1942 3h 100 5 
Government “2 si Mar., 1942 3 95 9.7 
do. Bi - do. 34 97 18 
Morocco Government .. April, 1942 34 95 ‘§ 
Madagascar Government do. 34 95 5 
Paris and Dept. of Seine June, 1942 34 97 6.5 
Algerie Government... do. 34 96.5 18 
Credit Foncier .. as do. 34 98.5 5.4 
Government - July, 1942 34 97 16.4 


The annual report of the Banque de |’Indo-Chine states that the 
Singapore and Hongkong branches of the bank were closed down by 
the Japanese occupation authorities, and that the bank lost contact 
with its branches in China, London and Djibouti. The accounts for 
1941 were closed with the exclusion of the figures of these branches. 
Out of a net profit of Frs. 52.41 million, a dividend of 28 per cent. 
was paid on the increased capital, compared with 30 per cent. on 
the smaller capital last year. 

The Bank of Spain has concluded an agreement with the Banque 
d’Etat du Maroc, concerning the withdrawal of Moroccan franc notes 
from Tangier. The peseta will henceforth be the sole currency there. 
During recent months, the peseta appreciated by about 70 per cent. 
in Tangier in terms of francs. 
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Germany 


The problem of manpower continues to pre-occupy the German 
banks to an increasing degree, all the more as recent official measures 
are expected to give rise to increased banking activity with which it 
will be necessary to cope with a depleted staff. As a result of the 
sale of ordnance factories to private firms, and of the discontinuation 
of the practice of the Treasury of the Reich to grant advances to 
contractors, the banks will be called upon to finance a larger part 
of arms production. 

As from December 15, the Rentenbank will withdraw from circula- 
tion the Rentenmark notes of a denomination between Rm. 10 and 
Rm. 1,000. Only the 1, 2 and 5 mark notes will remain in circulation. 
Since the beginning of the war, the issue of Rentenbank notes in- 
creased considerably. On August 31, 1939, it amounted to Rm. 409 
million ; by the end of that year it was Rm. 957 million. By the 
end of 1940 it had further risen to Rm. 1,102 million and by the 
end of last year to Rm. 1,252 million. Most of the increase was due 
to the- issue of small notes in the place of metallic token money. 
Henceforth, the Rentenbank will specialize in the issue of such notes. 

Switzerland 

In August, the Swiss National Bank decided to discontinue the 
conversion of its notes into gold coins. This decision was reached in 
order not to encourage the outflow of gold coins over the Swiss- 
French border. The persistent demand for gold coins in the open 
market that existed before the embargo continued throughout the 
month, and led to a sharp rise in the price of coins, the price of bar 
gold, however, remaining practically unchanged. It is believed that 
the coins are bought for the purpose of hoarding, mainly in Germany, 
the coins being smuggled through France. To prevent this 
practice, the German occupation authorities in France prohibited 
the export of gold to Germany. 

Bank for International Settlements 

The annual report of the Bank for International Settlements was 
published at Basle early in September. It contains very little of 
interest concerning the bank’s activities, because owing to war 
conditions the bank has been even less active than during the last 
pre-war year. The main function of the B.I.S. during the business 
year 1941-42 was the reinvestment of Central Bank deposits and 
such other deposits as it continued to hold. Its turnover tended to 
decline further. The volume of its gold and foreign exchange. trans- 
actions remained very low. On the other hand, it developed a new 
line of business by acting as bankers for the International Red Cross. 
Its total net profits were not sufficient to cover the usual dividend 
of 6 per cent., and the dividend reserve had to be drawn upon to the 
extent of 2,570,000 Swiss gold francs. 

The collection of economic and statistical information has become 
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STANDARD BANK OF SOUTH AFRICA 


STABLE BUSINESS CONDITIONS 


MR. STANLEY CHRISTOPHERSON’'S REVIEW 





HE one hundred and _ twenty-ninth 
| ordinary meeting of the Standard Bank 
of South Africa, Ltd., was held on August 

26 at 10 Clements Lane, London, E.C. 


The following are extracts from Mr. Stanley 
Christopherson’s statement, which was circu- 
lated with the report and accounts :— 


Before dealing with the accounts, I would 
refer to the grievous loss the bank has sustained 
by the death of Lord Selborne, who, you will 
recall, presided at our last meeting. For some 
years chairman of the African Banking 
Corporation, he joined the board of this bank 
on the amalgamation in 1920, and the termina- 
tion of his long and valued association is, 
indeed, a great loss. Lord Selborne served 
the Empire with marked distinction in many 
spheres, and his services to South Africa, in 
particular, will long be remembered 


BALANCE SHEET ITEMS 

Turning to the balance sheet you will notice 
on the liabilities side that notes in circulation 
amounted to £273,217. This figure represents 
the note issue in South-West Africa. As at 
February 28, 1942, the Southern Rhodesia 
Currency Board, in terms of the Coinage and 
Currency Act of 1938, assumed liability for 
the balance of our note issue in Southern 
Rhodesia, and the right to issue notes in that 
territory now vests in the Currency Board 
alone 


As compared with the figures for the previous 
year, deposits, current and other accounts 
showed a further increase of approximately 
{174 millions. This was again mainly due to 
the large funds available as the result of ex- 
penditure by the Union Government for war 
purposes. 

On the assets side, cash in hand and at call 
and short notice was higher by about £34 
millions, and investments increased by nearly 
{15 millions as the result of purchases of 
Government stocks. Bills discounted, ad- 
vances to customers and other accounts 
declined by about £3 millions, which might 
be expected in view of the prevailing conditions. 


PROFIT AND ALLOCATIONS 


It will be seen from the profit and loss 
account that after making an appropriation 
to contingencies account there was a balance 
of profit of £560,740, as against £561,837 in 
the previous year. Including the amount of 
£144,769 brought forward there remained for 
disposal the sum of £705,509. The interim 
dividend paid in January last absorbed 
£125,000, and after allocating £50,000 for bank 
premises there is a balance of £530,509 


It is recommended that £150,000 be allocated 
to the officers’ pension fund, that a final 
dividend of 7s. per share be paid, together with 
a bonus of 2s. per share, making a total of 
14 per cent. for the year, and that £155,509 be 
carried forward. I think you will agree that 
the figures make a very satisfactory showing. 


POSITION IN SOUTH AFRICA 

During the year under review business con- 
ditions remained fairly stable in South Africa. 

The sound state of the Union's finances is 
due in large measure to the achievement of 
the gold-mining industry in maintaining pro- 
duction, despite the absence of large numbers 
of men on active service and the assistance the 
mines have rendered in the production of 
munitions. The industry has been of im- 
measurable value to the Government in their 
efforts to maintain a stable economy during 
the period that the Union has been at war. 

The report and accounts were unanimously 
adopted. 


FLUCTUATIONS 
IN INCOME AND 
EMPLOYMENT 


By Thomas Wilson, Ph.D. (Lond.). In this book 
the author examines the fundamental causes of 
the instability of effective demand and discusses 
the possible forces which set this mechanism in 
motion. The second half of the book is devoted 
to the testing of the utility of current theories in 
interpreting the fluctuations in the U.S.A. 
between 1919 and 1937, and reference is made 
to post-war prospects and to the methods by 
which the trade cycle may be controlled in the 
future. 18s. net © 


THE BEST BOOKS ON BANKING are now 
as ever, published by Pitman’s. In their cata- 
logue you will find any book you might need, 
from the Elements of Banking to Dictionaries 
of Banking Terms. Write or call for Catalogue 


PITMAN’: 


SIR ISAAC PITMAN & SONS, LTD, 


PARKER STREET, 
KINGSWAY, W.C.2 
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by far the most important function of the bank. Thus, the report 
contains a comparison of the financial and economic policies pursued 
by the various belligerent countries. Indeed, the report goes further 
and embarks on controversial ground by alleging that there is a 
reaction against cheap money. In London, this is likely to be con- 
sidered a German-inspired conclusion, based on the fact that in 
Germany and German-controlled countries the Government finds it 
increasingly difficult to raise loans on the basis of the existing interest 
rates, and has to finance an increasing part of the deficit by means 
of crude inflation. Consequently, as the report points out, budgetary 
considerations making for low interest rates are in conflict with 
considerations of monetary stability. The report is wrong, however, 
in presenting this conclusion as indicating the general state of affairs 
in belligerent countries, for neither in this country nor in the United 
States does cheap money tend to produce such effect. 

Other parts of the report, dealing with the post-war economic 
system, emphasize the likelihood of the emergence of groups of 
countries which will possibly deal with each other as large units. 
These conclusions had a hostile reception in London, owing to their 
implied support of the German “‘ Grosswirtschaftsraum ’’ idea. 
Moreover, the idea that economic peace terms should be discussed 
by British and German members of the staff and executive of the 
B.1.S. was in itself subject to much criticism. 


B. W. BLYDENSTEIN 
& CO. 


BANKERS 


54-55-56 Threadneedle Street 
London 
Fee 
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Correspondence 


The Post-War Exchange Regime 


To THE EDITOR OF “ THE BANKER” 
SIR, 

In your reply to Mr. Ansley’s letter, as in the letter itself, the 
fact that America has already suggested ‘‘ outright gold grants ”’ to 
facilitate post-war recovery (Assistant Secretary of State Adolph 
Berle—January, 1940) appears to be overlooked. Many other 
American statements, official and inspired, have received strangely 
little attention in the Press in this country. 

The Feis scheme was put forward less as a cut and dried mechan- 
ism than as an idea requiring development. American spokesmen 
have been quick to insist that aid extended in the interests of world 
trade must embrace no element whatever of economic bondage. In 
other words, countries benefiting will be free to buy from any source 
whatsoever at rates of exchange stabilized and agreed over long 
periods. Thus no question of ‘ dumping”’ arises, and if charity 
there be, it certainly begins as much at home as elsewhere. 

You point out that the lack of gold need have no deflationary 
effects in the internal sphere. This could be made equally valid 
within America on adoption of a system of gold pooling for interna- 
tional trade purposes. The Belgian preliminary report on Recon- 
struction, in which M. Van Zeeland recommends a “‘ common gold 
settlement fund ’’ deserves very much wider and deeper study than 
it has hitherto received. 

May I add three apposite quotations ? : 

(x) President Roosevelt—Fifth Quarterly Report on Lend- 
Lease : ‘‘ If the promise of the peace is to be fulfilled, a large volume 
of production and trade among nations must be restored and sus- 
tained. This trade must be solidly founded on stable exchange 
relationships and liberal principles of commerce, and lend-lease settle- 
ments will rest on a specific detailed programme for achieving those 
ends.”’ (2) Mr. Cordell Hull—July 23, 1942, broadcast: ‘‘ Equally 
plain is the need for making national currencies once more /reely 
exchangeable for each other at stable rates of exchange.’ (3) Lord 
Simon (House of Lords’ Debate, July 22, 1942): “I am speaking 
with the authority of the Treasury when I say that it may well be 
that in the course of our common discussions we shall find that 
new and far-reaching international measures are called for. We 
do not intend to be bound by the orthodoxies of the nineteenth 
century. We shall, at all times, be ready to join with our Allies in 
following a course which may be, as far as past experience goes, 








60 _ THE BANKER 





comparatively uncharted if it is going to lead us to the greater 
welfare of all the people whom the Atlantic Charter seeks to serve.”’ 
I am, Sir, 
Yours faithfully, 
Rex House, J. L. GIBSON. 
38, King William Street, 
E.C.4. 


Books 


“Can We Win the Peace”? By Paut Ernzic. (Macmillan. 8s. 6d.) 

BROADLY speaking, the Atlantic Charter proposes the unilateral 
disarmament of aggressor countries, ‘‘ pending the establishment of 
a wider and permanent system of general security,” but no dis- 
crimination against them in the economic sphere. Dr. Einzig’s 
latest book is a forcible reminder that the military disarmament alone 
of Germany is not sufficient guarantee for the peace of the world. 
Economic factors play so large a part in modern warfare that any 
country whose economy can be readily adapted to war purposes 
must remain a menace—as was only too evident from the almost 
miraculous rearmament of Germany in the six years after 1933. 
This achievement, it is pointed out, was only made possible by the 
advanced development of the German machine tool industry. Nor, 
according to Dr. Einzig, was this development entirely a happy 
accident. A census of machine tools, he states, was taken as early 
as 1924, and from that time onwards the specification of all machine 
tools had to be submitted to the Reichswehr, on the idea that newly- 
manufactured machine tools should be easily convertible for arms 
production. As a supplement to military disarmament, therefore, 
Dr. Einzig argues strongly in favour of thoroughgoing measures of 
industrial disarmament. Whether the necessary precautions are 
in fact taken will, of course, depend very largely on the type of 
political thinking on which the peace treaty is based. To this day 
there are still people who choose to believe in the face of all the 
facts that the second aggression was due to the excessive harshness 
of the Versailles Treaty and not the reverse. Appeasers of all kinds 
can only be referred to the relevant sections of this book and 
Dr. Einzig’s other writings, which effectively debunk this myth 
and illustrate with innumerable arguments from the economic field 
the case for the realistic attitude towards Germany which Lord 
Vansittart upholds on wider grounds. Whatever views may be held 
on this question, however, there can be no resisting Dr. Einzig’s 
exposure of the fallacies on which so much appeasement propaganda 
is based, and his book is eminently worth reading as the first 
exposition of the economic implications of the more realistic attitude. 
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Banque du Congo Belge 


THE BANQUE DU CONGO BELGE, Central Bank for the Belgian Congo and Bankers 
to the Belgian Congo Government, has seen its activities with Great Britain and the British 
Empire greatly increased since the invasion of Belgium. 


The Bank has numerous Branches in the principal centres of the Belgian Congo and 
Ruanda Urundi, and a Branch in Tanganyika Territory, at Dar-es-Salaam, an important 
point for goods in transit from and to the Belgian Congo. 


Besides issuing currency (notes and coins) the Bank transacts all usual banking 
operations. Moreover, it is in charge of the Belgian Congo Exchange Control which is 
linked with the British Exchange Controls. 


The Belgian Congo and Ruanda Urundi are part of the Sterling Area. 


Trade between Great Britain and the Congo, although on a fairly large scale, would 
be substantially larger but for the shortage of ocean tonnage. Important transactions 
have developed with the U.S.A. 


The London Branch of the BANQUE DU CONGO BELGE has been established 
here since the last war, and moved to larger premises, 39, New Broad Street, E.C.2, 
owing to the increased volume of business between Great Britain and the Congo. An 
emergency office has been established at Somerset Road, Wimbledon. 





Samuel Courtauld 
GOVERNMENT AND INDUSTRY 


A pamphlet by a leading industrialist dealing with the subject of 
post-war reconstruction of industry, with a foreword by Mr. 
Maynard Keynes. 6d. 


Sarpedon 
ENGLAND'S SERVICE 


‘* Offers a reasoned plan for recovery of world trade and gives a 
basis for practical discussion.” Times Literary Supplement 6s. 


Joan Robinson 
ESSAY ON MARXIAN ECONOMICS 


“‘A really brilliant performance, well planned and written with 
great clarity and forthrightness.”” Time @& Tide. 7/6 


MACMILLAN & CO. LTD. 
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The Statesman’s Year-Book 1942 

Edited by M. Epstern. (Macmillan. Price 30s. net.) 

CONSIDERING the exceptionally difficult conditions under which 
it has been produced, the information contained in this standard 
work of reference is again surprisingly complete. Notwithstanding 
the war, every section has been revised and especially those relating 
to the British Commonwealth and the United States, so that the 
volume gives a picture of the world political and economic situation 
as recently as the end of the first quarter of 1942. With the extension 
of the war to the Pacific, the number of countries for which statistical 
returns are available has become still further reduced, but the 
Year-book nevertheless presents the latest information for Malaya, 
Hongkong and the Philippine Islands. Owing to war conditions, it 
has been found necessary to discontinue the international tables, 
but by way of compensation some useful facts are given about the 
development of France and also a short account of Canberra. In 
spite of wartime limitations, therefore, the publication continues to 
be a mine of indispensable information for all concerned with overseas 
countries. 
“Trustee Savings Banks Year Book, 1942” (Wyman) 

AT the end of 1941, the aggregate funds of the Trustee Savings 

sanks exceeded {385 millions, last year’s expansion of £53 millions 

being the largest increase ever recorded in the history of the move- 
ment. As usual, the Year Book contains a comprehensive survey 
of these national institutions, with the disposition of their funds in 
the hands of the Government and local authorities. The 1942 
edition is the ninth to be published and contains a special message 
from the Chancellor of the Exchequer upon the value and place of 
the Trustee Savings Banks in the War Savings Campaign. 


Appointments & Retirements 


Lloyds Bank 

Sir Eugene Ramsden has been appointed to the board of Lloyds 
Bank. Sir Eugene is chairman of Richard Johnson, Clapham and 
Morris, and A. and S. Henry and Co. He was recently appointed 
deputy-chairman of Thomas Bolton and Sons and is a director of 
several other companies. Mr. J. H. L. Baldwin has found it 
necessary to resign from the board and also the West Yorkshire 
Local Board, owing to ill-health. 
National Bank of India 

Mr. R. L. Hird, London manager, has been appointed general 
manager in place of the late Mr. E. H. Lawrence. Mr. T. T. K. Allan 
inspector of branches, has been appointed London manager. 





